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19th January, 1939; ~ 2415 
10:40 A. ks Session. 


DR. BYRON B. BOATRIGHT, 
having been recalled, examined by Mr. Fawley said; 

Q Dr. Boatright, I think we had better begin thi8 morning 
by reverting te the question Wr. Nolan asked yOu yester+ 
day and the Chairman said he would like to have you deal 
with, it had to do with the drilling out of the reserves. 

A Last night I went into the calculation which Mr. Nolan 
requested and before giving this figure I wish to state 
that the figure I am giving is pretty much of a "horse 
back" figure under the definition which we already have 
for figures of that type. 

A true analysis and a figure which would mean much of 
anything would have to be derived as a result of at least 
a weekis' work. It involves a large number of questions and 
for that reason any figure given now would be purely an 
estimate on my part. The figure which I believe to be 
reasonable but which as I say has no backing up by a 
critical study of the data is from 10 to 15 wells a year 
for probably the next five years with a gradual decrease 


from that time on. 


Q THE CHATIMMAN: Now that is relating to what 
quest ion? 
A A question I believe of iire Nolan. sc spneerning) now, many 


wells that would be necessary to drill each year in the 
Turner Valley field in order to maintain production at its 
present rate of 6,000,000 barrels per year. 

I just wanted the question in the same book with the answer? 
I see. 

WRe FRAWLSY: As a matter of fact it appears at 
page 2384 where ir. Nolan asked it. 


THE CHAIRMAN: Yes, but it would be convenient to 


have them together. 
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Q 


Min. FRAWLEY: Now, Dr. Boatright, I want to 
call your attention to some questions and answers on 
page 676 of the record on the 17th of December, the 
questions began with major Hipucee asking you, at page 
675; 

"Q. MAJOR LIPSETT: You; aid aay something, Dr. Boate 
right but you did not pursue it, about the amortiza- 
tion which has already taken place in the pipe which 
has been built, at the rates which have been charged? 
A. Yes» As a matter of fact, the figures shown by 
our accountant indicate that, the figures prepared 
by our accountant indicate thas the pipeline has al-~ 
ready been amortized by the profits of the pipeline 
operation. Q-> MAJOR LIPSETT: Is that the pipeline 
you referred to that was completed twelve or thirteen 
years ago? A. Yes, that is this pipeline we are dis- 
cussing here, of the Royalites. I think there are 
three lines, as a matter of fact, there are two four 
inch’ lines and one six inch line, and I believe that 
an analysis of the accounts of that company will show 
that the profits made from the pipeline charges to 
date have already amortizec that investment. Q- That 
is the first pipe, of all of the pipes? A. All of it. 
The present value of the whole plant. Of course, I am 
giving the figures which were prepared by accountants. 
Q- Yeso Ao And which probably the Royalite ac- 
countants will not agree with, but I happen to have 
had access to those figures and those figures indicate 
that in the past history of the hoyalite Company in 
the Turner Valley field that their pipeline has al~ 
ready been amortized and that ineludes the complete 


plant. Q.- Including the three pipelines? A- Yen. 
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B.B.Boatright = aL, 
(Quotation continued) 
It seems to me possibly that the Seaeanneat can 
speak of that with a great deal more authority than 
I cane Q- THE CHAIRMAN: It has been depreciated 
to the full extent? A. That is the case. Q-That 
is the question of what is a fair return to the car- 


vier for carrying?" 


New--— 
THE CHATRMAN: Clearly an error. 
MR. FRAWLEY: C will read that question and 


answer again, Dr. Beatright. 
"Q. That is the qvestion of what is a fair return to 
the carrier Tor carrying? .As-) “hat. is corresct.* 
MR. FRAWLEY: I quite agree that does not ap- 
pear to be the proper question? 

A Yes. 

@ And the Chairman can probably tell you what he meant him- 
self but it would appear what he meant to say to you wgs 
there remained a question of what is a fair return to the 
carrier for carrying and you say "That is correat". 

A Yes> 

Q Now I just want you, ycu told us yesterday anc took all 
afternoon tc do it, with all the questtonning you had, 
that in your opinion the fact that this line has been 
amortized by the Royalite Oil Company was not a per- 
tinent matter to this Commission and that they are é6n- 
titled to something in the rate to amortize it again? 

4 Yos, that is correct. 

Tid you ever have any other opinion? 

A No, I did not. My interpretation of the question which 
you read was this, that it simply meant that the pipeline 


rate as a whole must be gone over, that was the idea I had 
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ie De 


in mind in answering that question. 

Oh yes. 

And didn't have any particular reference to the matters 
discussed yesterday. | 

In other words you did not intend to tell this Commission 
at that time at page 676 that there only remained the 
question of finding a feir return and the question of amor- 
tization need not be dealt with now? 

No, that was not my intention. 

In other words, the view you expressed yesterday in the 
Opinion you have always hed? 

That I have always had, yes. 

Now have you given some thought, there is still now, let me 
put it this way, in the estimation, in the arriving at the 
cost of operating the pipeline, there would appear to be 
three main subdivisions and that is, the company must have 
its costs both direct and indirect? 

Yes. 

It must have in your opinion an amount to enable it to 
amortize its investment? 

That is correct. 

And then there is a third one, it must have an allowance as 
a fair return on its investment? 

That is right. 

And when one has arrived at all of those things then the 
cost equalises the rate, is that correct? 

That is correct. 

The cost then automatically becomes the rate? 

That is right. 

So we have discussed now all of the items, I mean only in 
part, you have gone over, you have discussed the question 
of amortization and you say you agree with what Mire Morrison 


has aone in the matter of the cost? 
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A That is correct. 

Q And now have you some views as to what the fair return 
Should be to the company on its investment? 

A Yes I do. The pipelines in the United States or a large 
number of pipelines in the United States were studied 
for the year 1933 and showed a rate of return et that 
time of about 14.1% on the capital investment. At thattime 
this investigatloc was made for rate making purposes 
and it was felt that some rate less than that, a rate 
which must be comparable with other industries, should 
be adopted and a figure of 10% was set up at that time as 
a reasonable figure. That figure of 10% is my idea of a 
reasonable rate of retuzn on an inveittment such as we are 
considering here. That figure of 10% compares favourably 
with the average of a large number of industries for the 
years 1936 and 1937, whish range from 10.11 believe 40 
about 10.7%. Thad was the rate of return after depreciation 
ancg taxes and so on but before dividends. It Seems to me 
the figure of 10% is a fair figure and that would be the 
figure which I would recommend. 


Q Now, Dx. Boatright, theye is only one other thing--- 


THE CHAIRMAN: dheat doos that 10% cover? 
MAJOR LIPSET?: wae LS 1b on? 
Q THE CHAIRMAN: Yes - 
A That 10% is a rate of return on the capital investment which 


takes care of the ordinary rate of return that anyone expects 
when they invest money plus an additional rate of interest 
which is necessary to take care of the inherent risk of the 
business involved; in other words Bonds of Canada carry in- 
terest rates of from 3.07 to abcut 3.34 or 4.4%. Those 
bonds are secured hy the Canadian Government and that rate 


then, that 3%, approximately between 3 and 33% represents 
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fk 


the interest whidh it is nedédssatty to pay in otdaer to 
get capltal to invest at Ali ana that is : seauiae in 
vestment, very slight risk involved. In the industries 
whieh have a risk invvulved it ig necessary to add an 
additional increment of interest in order to take eare 
of that element of risk and that rate is defined so that 
in the average of a great numbcr of investments that ade 


ditional rate of interest will take care of the unexpected 


hazarcas or unexpected loss which may occur. In other words, 


the interest which is charged for safety amounting to . 
35% Simply provides the capital. The additional interest 
on the overall investment will take care of the losses due 
to the risks of that paxtioulay business. In this case 
then if we adopt the figure of 10% as being the reasonable 
rate of interest for pipeline purposes that would mean 

that approximately 34% of that interest is the interest 
whish any capital expects on its investment, the additional 
63% is the rate which is added to take care of the inherent 
vwisk involved in that business. 

Now, Dr. Boatright, I think that is an analysis of your 10% 
but the Commissioners askei you what that rate of return 
would be on, row it ig on what? 

Tt 18 on the depreciated capital investment. 

In other words it is on the invsstment after tho accumulated 
depreciation has been deducted? 

That is correct. 

Because that depreciation has already been gotten by the 
company in its annual charges? 

That is right and has been retuxnod to the stockholders in 
some form or other. Now there is this about it, the company 
would be. logically would be allowed an interest on half of 
the total amount cf money to be spent during each year. In 


other words if a company investe? say $400,000.00 during the 
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yeas 1939 for additional capital investment then it would 
be my opinion that thsy would be entitled to interest on 
200,000.00 of that capital investment, in other words, 
that they would be entitled to assume that that %400,000.00 
would be spent exactly at the middle of the year, although 
in fact it is spread over the whole year, over the year as 
a whole, and that is very commonly done in problems such as 
we have here» I. other words production, we are up againat 
the same thing in production, production occurs +t horoug hout 
the whole year but for the purposes of calculation we as- 
sume the production came in after the middle of the year, 
although as ea matter of fact it may come in a little later 
or a little earlier according to how the field is developed. 

Q MAJOR LIPSET?: Is this a correct expression of 
your opinion, Dr. Boatright, supposing there is no pipeline 
today and if gome company comes in today and spends a 
million dollars in building a pipeline, its own money obe 
tained from its own sourcss, on an estimated life as you 
put it of 19 years, would the fair return on that be the 
rate of depreciation spread over the 19 years plus 10% per 
annum on the million dollars? 

A Qn the million dollars and plus the 10% on any capital ins 
vestment made during any year? 
Yes, IT am only just aaking abbut the present? 
Yes. 

Q Well then is it your view that if that company has been 
in existence for two years oarlier and got its whole money 
back in that two years, putting this as a suppositious case 
that we should then give 10% on that million dollars al- 
though it has not been put up by the company but has been 
previously taken cut of the rate which it was getting? 


Lh Yes, I feel the 10% rate should apply regardless of thet, 
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for this reason, I think I have already discussed the 

fact that the company was not subject to regulation 

at the time these excess profits were assumed to have 
occurred and the depreciation which the 3ompany 

actually charged on its own books was yurely a matter 

of bookkeeping. Incidentally I would like to clear up 
something I said yesterday, I said "poor bookkeeping" 

and it was poor from the standpoint that we were diseus sing 


it but it may not be poor bookkechingifrome sone other 


standpoint. 
Q Mr. NOLAN; "Faulty" is the word. 
A Faulty, there was no intention on my part to cast any 


aspersions on the method of keeping books. 


MRe NOLAN: No. we understood that. 

Q MR. FRAWLEY: No, that can be taken for 
granted. 

A But regardless of how they received that money, if those 


profits were paid out as dividends to the stockholders 
and the stockholders then reinvested in bonds of the 
company and the money was used for capital expenditures 
that would be exactly the same condition and I would 
imagine the stockholders woula be entitled to 10% for 
any capital investment, regardies of its source. 

Q I am not sure it would be the same once it was paid out 
to the stockholders, then they would have the option 
whether they would put it back or not but from a 
practical point of view zuppoking that during the past 
two ycars, instead of the million dollars being got back, 
supposing they had only got back nine~hundred thousand? 


A Yes- 
There would be a net sum of $100,000.00 they had,actually 


& 


coming out of their pockets todate?% 


a Yes- 
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Q If you gave them 10% on the whole investment that would 
represent 100% on the actual amount that the company was 
out of pocket, would it not? 

A Yes, looking at it from that angle it would but I am tak- 
ing it from an engineers standpoint and that is, that 
during the life of these operations the physical wquip- 
ment underwent a certain depreciation. That depreciation 
cecurred regardless of what that company did and in sett- 
ing the rate it is necessary to arrive at the present 
value of that plant for rate making purposes, that bo- 
tween the time that equipment was put in and the present 
time regardless of what the company did, whether they made 
profits or losses or whether they spent? the moneyofor some- 
thing else or paid it out in dividends, nevertheless that 
physical equipment underwent a certain rate of depreciation 
during all of that time and it seems right ard reasonable 
to me to say that we ars assuming now that the field will 
last 19 years und that the equipnent has already served 10 
or 12 or 13 years, therefore th: life of that physical 

equipment on that basis is assumed to be about 32 years. 
Be yon are now 13 years in that depreciation and therefore you 
have suffered a depreciation of those 14 years and the 
proportion that 13 bears to 32 is the total amount of de- 
preciation that you have suffered in arriving at the present 
value of that plant; in other words it seems to me that this 
problem of depreciation is entitely separate and distinct 
from the question of profits or losses. It would be, my 
Cpinion would be exactly the same if the company had lost 
instead of gained. I think certainly the plant has a present 
| value of so much and it doesn't matter whether the company 
lost three times the value of that plant in the past, they 


still would have a plant whose value isa certain amount, 
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and in making the rate it seems to be reasonable to take 
| that value as of now and carry that on into the future and 
| I might say that that view is supported in any number of 
Commission cases in the United States. 
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Q THS CHAIRMAN: You have not worked out 


to see what rate that would bring you to on your 
theory have yout 

A Mr. Morrison hds worked these figures out and is 
prepared to give you them and 6xplain them. 

Q Maa PRAVEaY Dr. Boatright, I do not 
want to be unfair Hae youe You gave me a kind of 
a blanket approval of Mr. Morrison's costs. 

A That is to say you know he has used what he calls a 
labour ratio method cf distributing the direct and 
indirect costs and there are other methods. 

Q Is it your view that you fully agree with him or 
have you any views about that’ He will stand on 
his own feet, but I do not want to be unfair to 
youe You made a blanket approval of everything 
he has done. If there is anything he has done 
that in your opinion there is some argument ebout, 
or any latitude about, I want you to tell us. 

A Ne, I fully approve of the method Mr. Morrison 
used. In fact he discussed it with me before he 
used it. Mr. Morrison, by his method, has made 
a comparison of the man-hours of outside labour 
involved in the over-all Sompany operations in 
the field at that time. The principal difference 
between that method and at least another labour 
ratio method is, whereby man-hours of outside labour 
involved in other than capital expenditure is used, 
which seems to be a faulty method for this reason. 
Drilling is ordinarily the sore spot: in that, 
inasmuch 9s it is a capital investment, and the 


method whereby the capital labour was taken out would 
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am a 


mean that no charge would be made for supervision 

or other similar ckarges against that capital 
investment. In other words, they would not stand 
their proportionate share of the Administration costs. 
It seems to me that the Drilling Department in an 
active drilling campaign have just as much supervision 
@as any other department, and, therefore, it should be 
included in the labour ratio calculation. It was 

for that season that I thoroughly approved of the 
labour ratio basis which Mr. Morrison has assumed in 
working out his figures. | 

MRe FRAWLSY: Thank you, Dr. Boatright. 

TH CHAIAMAN: Do you think it is necessary - 
for the value to be ascertained? Mr. Nolan informed 
us he proposes to have experts speak as to the present 
value by an actual present evaluation. Do you say 
there is an advantage in adopting the method that 

you have, rather than taking the.actual cost? 

That is another way leading to the same thing. It is 
merely a matter of which method is best, In my 
judgment the method which I have suggested is the 

most logical. 

That is just what I want to know, why‘ 

Por this reason, the valuation method, wheraby- the 
physical evaluation of the property is made as of a 
certain date is subject to the engineer that mages 

the evaluation. If we assume that the engineer was 
compe~3nt then that valuation probably is nearly 
representative of the actual value of that property 

at the present time. Hovever, we take that value 


and then project it into the future on some reasonable 
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basis. That means then, in other words, that we do 
not take what actually occurred in the past and 
then take what might occur in the future, and arrive 
at our rate on that basis. That does not seem as 
fair to me or that the probability of error will 

be as small in uSing that m:thod as it will be if 
we say that the whole life of the field will be 

32 years, and depreciate over thet whole period. ) 
In one case we are taking an actual condition eve 


exists now, and assuming that figure is right, we 


_ project over 19 years ahead, and not making that 


first 15 years stand anything. That is the error 
inherent in that manner. In this way) we ner 

making the past 15 years stand some of the risks 

and it seems to me that is a clearer way of doing 

it than the present evaluation methvud whereby the 
physical valuation of .the property is ma dé «, 

Mo. COM “ISSIONZR LIPSETt: I suppose siclutnerraeN 
value would depend very largely today on whether 

you take your estimation that the property would 

gO on earning money for 32 years or Dr. Link's 
estimate that it would cease to have earning power 

at the end of three years? 

Yes. An estimation of the definite life is essential 
to my method. 

Or to any method? 

Yes, to any method. The life must be Known even for 
arriving at depreciation largely. In the other method 
it takes no aecount of what had gone on in the past. 
It sets your present value, that is on the actual 


equipment on the ground. fThen as to the future, it 
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Dr. Boatright. 


depends on whatever the life is assumed to be. | 


Q 


ne” 


I have got your view quite fully as far as 1 am 
coneerned, but I am still a little anxious to hear 
any further matters that c@n be put to us, because 
on this basis we are giving the Royalite Oil Company 
the benefit of their, presuMably of their estimates 
that the life of the field was going to be very 
Short, and therefore, made a rate in order to get 
the money back out. I mean accepting your estimate 
wo are going to. give tnem the benefit of.the deprec- 
iation spread over 31 years. ‘They,are .gping td get 
the benefit both ways on that basis. 

No, that. is not what I meant to convey. The method 
which I am suggesting takes the life which we now 
think is correct end projects it back right to the 
Start, and says to the Royalite Company""0n this 
basis you have suffered so much depreciation up to 
now." In other words, we set this, what we think 
is a@ proper depreciation figure over all of their 
cperations, regardless of their method of bookkeeping 
that has actually occurred as far as we Know. 

it is a little more than bookkeeping if, in fact 
over the past two years they got something like 

five or six or seven hundred thousand dollars out 

of production on the basis that the life was going 
to be very short, and they had to get their money 
back very guickly? 

I do not think that we can say on the basis that the 
life was going to be very short. They made excess 
profits, there is no question about that. 


Yes. Then would it be fair to put it this way. They 
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Dr. Boatright. 


made these excess profits in the honest belief 

that their full life of the field might be very 
Short, and that, therefore, if they were going 

into a speculation of this sort,they had to have a 
rate which would protect them, and give them their 
money back? 

Of course, I do not have right to presume what they 
thought, except insofar as general pive line practice 
is concerned. In general, the pipe line attempts 

to obtain as high a rate of return as they can, and 


that is what the Royalite did. In other words, any 


business tries to make as great profits as are 


possible. 

That is a perfectly legitimate speculative puistHeess 

But. follow, on that, 1s not the net result of your 

view, if-it.is- sound? 

ourely. 

That they are getting a dombile benefit. One is they 
are getting their whole money back or a great portion 

of it in the 14st couple of years,) because of their 
belief it was so speculative they must do that, and 

we turn around and say on top of that we must depreciate 
the whole eapitel Overraegeain in the next: 19 years. 

The producer must pay the capital all over again. 

In effect, that is what happens, is it not? 

I look at it from the standpoint of engineering and 

that equipment suffered a certain amount of depreciation 
and that comes out of their profit.) The rest. of it 

was excess profits, or profits, whether they were 
excessive or not. In other words, the Company Se 


money there during that time. But during the time 
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they were making that money they were suffering a 
certain amount of depreciation and as an engineer 
I am not interested in the amount of profit. 

Q It is correct theoretically - it may be sound perhaps 
practically, but I am not suggesting that - does it 
look to you startling that now we should give them 
the capital twice over, that we should work in that 
way? 

A No, it does not, because any business entarprise 
tries to make profits. 

Q Yes, and they are entitled to that? 

A nay ke advsntage of economic situations to do that. 
They set a price for the transportation of oil. The 
producer was not required to transport his oil over 
that line. 

Q You mentioned that yesterday. That is sound theoret- 
ically, but in practice is he not forced into accepting 
Lt or aes ee ae the rate to bring it by truck or 
things like that? ‘as there any practisal alternative 
that he had? 

4 Well he had the practical alternative in that he could 
shut his wells down. Of course, that would have 
meant deferring his investment and things like that. 
Heonomically he might have been forced into that 
Situation, because of the peculiar economic situation 
existing in the Provines at thgt time. But a Company 
is entitled to get,any profit-making institution is 
entitl3sd to take advantage of the economic situation 
if they can do it, as long as they are not subjest to 
regulations. The minute they become subject to regul- 


ations, and we make that rate, the company is forced 
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to aceept that rate and that rate is set with the 
definite object in mind of being fair to everyone. 
Then I absolutely agree with your idea. In other words, 
if the Commission set that rate, based upon such facts 
as we know them now, them in that event I would say 
they would not be entitled to any further depreciation. 
But they were not set that way. They were not subject 
to anything but their cwn whims and the laws of supply 
and demand. Now we come along at this time and say 
"In the future it is necessary that you adopt a rate 
that is reasonable and we intend to set that rate." 

It seems to me in ttt event what has gone on in the 
past, beyond a reasonable depreciation, has no- 

bearing on the rate to be set. 

I suppose everybody would be in agreement that it 

would not be practical for every well or every two or 
three wells as they come in to run a pipe line? 

That is correct. | 

Someone must do it, and the Royalite people “Ss the 
largest producer, and possibly with the most foresight, 
put in the Line? 

Surely. 

4 perfectly legitimate investment and one on which they 
are entitled to set a profit 

Certainly. 

But I still would like to hear this other end discussed, 
They have got all their morey back, if that is correct, 
Or most of it, and having got that from their producer 
wells - some of which they have themselves - why should 
we not take that into account from a practical point 


of view in fixing this rate for the future? Let me Put 
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it in this-way. The public put up the money for a 
well, but possibly owing to the high rate on the pipe 
line they have not been able to get their money or 

@ Teasonable portion of it back. EDA CHS G i Ua Aero. 
were the people that put up the money for this extended 
pipe line, are they not entitled to some consideration 
to enable them to make some profits out of that well 
in the future, they having contributed in fact, if we 
So ¢ing, to the building of this new pipe Line? 

I think they are undoubtedly entitled to protection 
in the future, but in -the-past they drilled those 
wells with the full knowledge of the conditions which 
existed at the time they drilled those wells, and, 
tnerefore,; took their chances. 

Do you think that if the facts be so, that we gehould 
give the Imperial Oil Company their capital back 
twice over? On the hypothesis I have put to your 
Yes. | 

Owing to their good luck? 

Yes sir. 

It may be sound theoreticaily on an accounting basis? 
I do not feel it is getting their capital back twice 
over in the exact sense of capital. But regardless 
of whether they get the total investment back twice, 
in profits or not, I think should be disregarded. 

I should not perhaps have used the word capital. 

But they get the actual money back tWice over on 

your vis w? 

Yes. I think that should be disregarded. 

I was asking you, Dr. Boatright, also yesterday 


afternoon, about this extra eharge of 6 cents to 
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this Plotkins! refinery? 

Yes sir. 

fnd I did not qiite finish Tot I think your view was 
that the gathering lines, there was no extra charge 
down in Turner Valley? 

that is rignt. 

Now when a nev) well comes in down there, I am talking 
about any sort of a substantial well! 

Surely. 

Is it the practice to connect the pipe line up with 
that well by means of a new gathering line? 

Quitte commouly, yes. 

And is that done by the Royalite Company do you know? 
Yes sir. 

“Vithout any extra charge? 

That is correct, 

The general practice you said at the other end, the 
delivery end, was that they delivered the oil to the 
various refineries? 

that a2s.correct, free of charge. 

In the case of the Imperial Oil, when they come to 
Gates they deliver to the Imperial Oil free of charge? 
Yes. 

In fact on their basis they provide storage at the 
Imperial Refinery in addition? 

Yes. 

Whether that is justifiable or not? 

Yes. 

But when they come to this Plotkins' case - I went 


to get your idea, when you come to this Plotkins' 
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ease, it is not now in fact delivered to his refinery 
out of the pipe line rate? 


A That is right. 


Q Does that mean that Plotkins, for his 15 cents rate 
or whatever the rate may be, that he is getting from 
the pipe line company, «S a pipe line less service 
than is ‘now teing given to the Imperiel Oil for whatever 
the reason may be? 

& No. He is getting more service but he is paying more. fer 
it 

Q The, imperial 1s petting service from Turner’ Valley inge 
their refinery? 

& Yes sir. 

Q For 15 cents* 


4 That is right. 

Q And Plotkins instead of getting that is getting the oil 
delivered to another place where he does not want it, 
that is to say vetting it delivered to the Imperial 
instead of to himself? 

Theat is right. 

And in order to get it back he has to pay 6 cents more? 
Yes. 


Whetaervihabp is rPighe or not? 


a it ie & 


Yess 

Q And this is what I wanted to get from you, would the 
reasonable prectice be - if, assuming that the volume 
was substantial enough to make it pay - would the 
reasonable practice be for the Pipe Line Company to 
build different delivery pipes to each refinery in- 
eluding this case of Plotkins? 


4 Yes. In other words, the Pipe Line, if Plotkins 
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would furnish the storage and the line that is 
necessary, in that event it seems to me that the 
Royalite should furnish the oil direct to his refinery 


and eliminate that 6 cents charge. 


In the case of the Imperial, do you know if the Royalite 


ran the pipe line right into the Imperial cefinery? 
Yes, they have. 

And in order to give Plotkins the same service, qua 
Pipe line, would they not have to run a pipe line 
direct to Plotkins? 

Yes, under that same basis. 

On the 15 cent? rate? 


But Plotkins would be required to furnish storage. 


Before we come to that.e Assuming the storage conditions 


were equal, the normal service would be to run the 
Pipe bine right fo Plotkins' “efinery? 

Yes; that is right. | 

But whan you. come to storege, you say in Plotkins!’ 
case he should provide the storage? 

Yes, because he is the refinery and that is the common 
practice. 

Now your view is here that, as you have already 
expressed it, the Imperial should previde the storage 
at the Imperial refinery? 

Yes sir, 

And it is for that reason you eliminate the charge of 
~26,000.00 eae Year? 

That is correct. 

Well then, assuming that Plotkins provided storage or 
has storage - we do not know much about his ease yet - 


but would the reasonable thing be for the Royalite to 
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provide a pipe line right to his storaze or the 
Plotkins' refinery? 

4 Yes sir, providing the demand was sufficient to 
return the expense of that additional line. 

aq Down in the Valley they put it to the different wells, 


one of which produces a good deal less than the other? 


4 That is right. 


ei They give a gathering line to each well? 

4 Yes. 

Q@ And in the same way you think, providing there is a 
reasunable volume, that similar service should be given 
to the various refinerias at this end? 

A Lefecletin t it should, yes’ sir. 

Q THE CHAIRMAN: What would you eonsider a 
reasonable volune? After all the Imperial has said 
it is quite willing to provide that if it is commer- 
cially justifiable? 

A In that event it certainly should be done. 

q 1 mean the Royalite.e Have you any idea as to whether 


or not Wr. Plotkins, on his pres®nt demand, taken in 
the fashion it is now taken, is justified in proposing 
tat he should get that service? 

4 You, pmiitiinicune ic justified. 


On his present volume and his present rate of demand? 


BO 


4 Yes, I believe so. Although I must qualify my state- 
ment to this extent, I am not too familiar with what 
volume he uses. But I understand it amounts to two 
or three thousend barrels at intervals of time. It 
is*my tecling that if Mr. Plotkins is running a 
commercial venture that the volume that he uses 


would justify thet service. it seems to me he is 
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entitled to it. 


It all comes down to dollars and cents, I take it? 


&> 


As to whether the Imperial should not be required to 
do it 

A Yes. Dn Ot Ber WOrdS ss... 

Or the Royalite as the case may be? 

Q VR. FRAULGY: Dr. Boatright, I do not know 
that I understend that. if i nave. @ refinery along 
the line of this pipeline - no matter what my volume 
is - and the Royalite is transporting oil for me, 
my oi11, and it is quite enough quantity for them to 
take it at the field end and to move it, and I say 
to them when it reaches @ point opposite my refinery, 
"DIVelrt it tO. my refinery”. . I have got my tanks and 
POrol Or Gey Ould KNOG. De operating 4@..yverinery,. pre= 
sumably. As I felt last month, we might get clearer 
about that, that the expense of building that pipe line 
was offered to be borne by the refinery in question. 
But whether it is rlotkins or not, I am just talking 
about a refinery along the line of the pipe line. 
Assuming then that Plotkins is willing to pay, and 1 
do not know whether he is or not, but assuming he is 
willing to pay for that 1000 yards or whatever it is 
of pipe line , to pav for the construction of it and 
pay for whatever expense’ in gauging is involvcdjin 
that. Is there any reason to you, aS an engineer, 
why that service should not be given to this 
company. 

THis CHAIRMAN; Vhat was that last statement? 

Q Bite RA! Lary: Pay for whatever extra expeuse 


thers is in gauging, in measuring out and measuring in, 
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Dr. Boatright. 
whatever expense tha t ows 

A There is absolutely no reason why it should not be 
done in my estimatiom I may have made a slip back 
aways, and that is this, I do not think that the 
pipe “line Shouldybe’ forced to put in lines. Aba 
other words, if they have @ line that is in, and that 
line facility - their rate is based on that line 
facility, it Should not be forced to run pipe lines 
to every refinery that jumps up all over the country. 
In othsr words, they put in a definite Line, and that 
line ends at a certain place. It Aneel seem to 
me thay the pipe line should be required, for instance 
if the British American built a new refinery, it does 
not look to me like they ought to be pomeearey put in 
a newline if they do not went to put it. in. But if 
the British American want to build a line from there 
over into their own refinery, why then that, of course, 
is their capitel Pres eicnae 

Q Should they be entitled to cut into the Royalite trunk 
line at a point which the British American would 
select, and which they would both agree on would be 
the most suitable to take oil from the service line 
to their own refinery? 

A I feel tht they should. 


Q And they provide the Pipe Line Branch in that case’ 
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THE CHAIRMAN: What is involved in the attaching 
or the Lines? 

MR. FRAWLEY: Yes, what is involved in putting that 
service line in? 

A Well, just cutting the main line and making a connection 
there and laying a line to the refinery itself and putting 
in a valve, the necessary valves and fittings. 

Q iAJOR LIPSsttT: I suppose that again would involve, 
Dr. Boatright, the possibility of having different pipeline 
rates possibly to different points, I mean to say supposing 
there was a refinery half way between Turner Valley and 
Calgary, a refinery was set up there and wanted the line 
tapped there and they paid that «4npital expenditure in 
connection with it, the refinery half way up, the rate there 
would probably, would presumably be somewhat different, if 
it was only half the distance, than it would be if you brought 
it all the way into Calgary? 

A Theoretically, thére wou1c be some difference, but it would 
be so slight. The liae ees are from where they tap the 
line in, hal? the way in; in other words, the differenes in 
actual cost would be so little that it would be negligible 
so far as the practical, standpoint is concerned. Theoretically, 
of course, there is an additional expense but that oil must 
be put through under general line conditions, and I do not 
think that there ought to be any allowanee made for the 
fact that they tap in a line half way, as compared with the 
end ,.of the jLine. 

Would the additional capital outlay on the piping of it, 
say from half way, the other distance to Oalgary, that 
would not affect it so far as the refinery half way down 


is concerned, would it? 
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A 


A 


No, that is true, but they would not be able to deliver 

to that refinery unless they had the rest in that line, 
you see that little refinery is taking advantage of the 
fact that there is a pipeline in there and, therefore, all 
of that pipeline is necessary in order to furnish that 
little refinery with oil. 


Perhaps we are getting too technical. 


WR. FREGLEY: What I am concerned about, Dr. Boatrigh: 


whether there exists or does not exist on this pipeline 
coipany, assuming that it is now, from now on under the 
jurisdiction of some regulating body, whether there does or 
does not exist an obligation to serve the public, to serve 
the refineries which it finds, either along its way, 

well, along its way, naturally? 

ves. 

in. your opinion, there does @xist such an obligationy 

In my opinion, it does. 

And if there were four or five refineries along that right- 
of-way that were willing to go to whatever expense is 
necessary to supply themselves with a service line, then 
this oompany should mako the trunk line available to such 
refineries? 

Yes, as a common carrier I think thet is one o@ their 
obligations. 

MAJOR LIPS&ATT: Mr. Frawley, perhaps you will pursue 
that, because you are asking that on the basis that these 
outside refineries will put up the capital for this 
connection? 

MR. FRAWLEY : For the service line only. 


MasOR LIPSELL : For the service line. 
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MR. FRAWLEY : Yes, DT appreciate) your wointy 


MAJOR LIPSET? : what I wanted to put was this, that in 


i. case where they did not give that sort of service, that 


connecting service, I am not talking about an unreasonable 
thing like putting a line into Edmonton, but where they 
give that service to everybody in the Valley, at that end, 
and to the Imperial in Salgary, would it be proper to take 
that Vento consideratvion in-fixing «.. different te for 
different points? 

I am, may 1 nave him read that question back? 

Well, 1 will put it to you again, they go to the Imperial, 
this is what I am thinking of. they go to the Imperial and 
they give the Imperial a complete. service of putting the 
Oil right into the refinery for 15¢? 

Yes. 

And they have done that all at the cost of the Royalite 
Company? 

Yes. 

When it comes to another refinery they say "No, we will not 
give you that service but we will let you tap the line at 
your own PLO cars and you do the connecting yourself out of 
your own pocket"? 

esi 

If the genera] practice is that that service is given out 
of the rate, and they will not give it to this parci cui. 
individual, should we reduce the rate by a corresponding 
amount or some amount? 


Now d think not. Lt would be my opinion in that case that 


? 
the rate ought to be just the same beoouse of this fact, 
in order to make these deliveries to these other refineries 


it is necessary that that main line be in. In other words, 
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the whole mainline is a part of that service and if they 
had been to the expense of tapping the line and laying a 

line to their own refinery then they must stand their fair 
proportion of that mainline expense regardless of the fact 
that they are only actually using a portion of the mainline. 
If the mainline were not in there they would not have that 
service because it would not be economically sound to run a 
Die force. sma lt "amount Of orl: 

l-have got that point, Dr. -Boatright, but I was going a Little 
further, should they get some allowance for this connecting 
ling 15 the refinery ig distinct from the pipeline has to put 
up that capital? 

HO. (10%. NOt in ‘the- connecting line, you mean in that 
capital structure, that as’ the little refinery builds the 
line attaching on to their mainline®* 

Yes? 

And your question now is, should that be charged into the 
capital for rate-making pur poses of the Hoyalite Oil 
Company, is that your question? 

Now my questions is cht not = service that the Boyalite 021 
Company should give in the pipeline rate? 

No. 

Without any extra charge? 

No, I think not, 

Although they do it for the Imperial? 

They do it for the Imperial because of the veculiar cir- 
cumstances, but they might just as well go into their own 
tank farm and then pipe to the Imperial. Now, there is 

the pipeline goes from Turner Valley to Calgary, that is 

the line, whether it goes to the Imperial or to their own 


tanks. 
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THE CHAIRMAN: They avec their own tanks because they 

are paying $35,000.00 a year ee: RU 

As it is now, but I do not think that is right, as things are 

now, but, nevertheless, the pipeline exterds from Turner 

Valley to UValgary, that is the line which is in, and it is 

necessary for the transportation of oil. Even although 

you tap on the line down here a mile or two miles or ten 

miles or twenty miles, it is all the same. The pipeline 

rate 1S based upon that length of line from Turner Valley 

to Calgary and it does not seem to me that a rate, a. 
Teasonaple rate,-a the rate that. would be set up, ‘should 

be made to include the necessary expenses which would be 

involved in gonnecting any other refineries which might 

happen’ to spring up’along the route. 

MAJOR LIFSETT : Although they do that service in 

Tinie: Ve i vey. wror the we Lis? 

For the wells, but that is part and parvel of their 

pipeline system. 

THE CHAT HMAN: And part’ and“ percel of theiy pipeline 

rate? 

That is right. 

That gathering is not a separate part of it? 

No. 

Presumably it is included in the rate they charge for 

transportation? 

Mes Si that. Le correct. 

MAJOR LIPSiTY : Then if it is provided at the Calgary 

end free for the Imperial why should it not be provided 

free, in your opinion, for this other refinery? 

For this reason, pipelines covering anything,-in this 


particular case it covers 35 miles, and a refinery might 
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Spring up at any distance from that line over any part of 
that 35 miles; where their gathering lines are in that 
field, they are limited to the confines of the field and 
there is a definite limit nut on them, but along the rest 
of the line there is no limit and a refinery might spring up 
TIZOG stone wane wanew.or it might Spring up two or three ox 
four or Live or ten miles from. the Line. In that event, 
they would be forced to make the expenditure, whether or 
not it Was economically sound. In other words, it would 
throw the responsibility of whether the refinery would be 
operated or not, the responsibility would be on the refiner 
himself, the man who is going to put the money in. If the 
other way round was adopted it would put the pipeline at 
the merev of every individual who wanted to go into the 
refinery business, 

Q Should he not get something out of the pipeline rate to 
recompense him for that? 

A L-oninkenop.  That-is an*inherent part of the hazard or 
putting in his refinery. He knows where that pipeline is 
and he knows how much it will cost to lay that line and 
the tankage necessary to serve his refinery, and that is 
the information which the pipeline company would not have. 

Q Well, on this question of distance there is a rate, I 

understand, I do mt think I have got it, however, there is 

a rate of 74¢ for delivering somewhere around Turner Valley 

at the present time, is there not? 

Oh, that is to local gas stations. 

Les? 


4nd is within the Imperial Company itself. 
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That is on the principle that a lesser charge is made where 
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the oil and naphtha goes a shorter distance? 

Yes, that is true, but I am under the impression that that 
is a separate line entirely from the other operation; 

in other worf_s, that is a company operation within the 
omopany itself and, as I understand it, uses a separate line. 


No ipart.of. this Line? 


MR. NOLAN: No partvror this line. 
MAJOR LIPSETT: Then i% does not-help us any? 
No, that is just a matter of another pipeline. 


MR. FRAWLEY: Dr. Boatright, Mr. Coultis has put a 
line up to the Home-Millarville well from his No. 1 Tank 


Station, how many miles is that, Mir. Coultis can, perhaps, 


te LE Us 

MR. COULTIS: About 6 miles. 

WITNESS: AoouUG Ss miles, 1 thought. 

MR. FRSWLEY: Would that same kind of line do te 


serve Mr. Flotkins' refinery? 


THE CHAIRMAN: We do not know yet that there is a 
Lime Lins 

MR. PRAWLAY: Perhaps Mr. Nolan will make a statement. 
HR. NOLAN: Mes wit (is in, my chord. 

MR. oP RA WIGY. ¢ 4gsuming that the Rovalite Oil Comnany.. 
MAJOR ‘LIPSiT : Is that’  vut in 4s just nart of the 


system, Mr. Nolan, and included in the 1lo¢g rate? 

MR. NOLAN: Yes, Mr. Commissioner, 1G as an 
extension of the gathering system of this pipeline operation, 
to include the Home-Millarville well. 

MR. FRAWLEY: And let us understand, no separate 
charge, the Home-Millarville Company pays the same, or 
suffers the same deduction; in other Words, it costs the 


same to them as it does to the closest well to the No. l 
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Tank Station? 

Yes. 

We discussed this the other day, these are all pooled, but 
for the purposes of comparison, would that same kind of line 
do to take Mr. Plotkins' oi1 from the main trunk line to his 
rerinery? 

W@l1l, I do not know that it would be necessary to use the 
same sized line, in fact I do not know what the size of the 
line, what sized ise is run out there, 1 understood it was 
720m buy Team not sure about that... In other words, 2% 
would be @ pipeline, whether it would be @ or 3 ar 4 inch 
diameter line I cannot say. 

WOW doa yee VAs 45 

It would bé@ & pipeline and possibly of comparable Weave 
but I do Adt Know the distance of the rlotkins refinery. 
Of domparable size, you mean? 

Yea. 

In one instance the Royalite Oil Company absorbs that in 
the 15¢ rate, that is in the gathering line, even although 
it is more expensive to take it from a further well like 
the Home-Millarville well than from the closest Well, but 
on the other hand, you say at the refinery end that they 
would be justified in asking the refinery to build the 
service line at its own expense? 

Pele ve wuney, woul d. 

TH: CilsTRMAN : Since we have branched into this 
Blotkins matter, supposing the line is taped and all the 
necessary fittings are done at the point of tapping, does 
that involve anything in maintenance and safe-guarding in 
the way of costs to the pipeline sompany? 


Well, strictly speaking, it should not, practically it does 
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because it is an inhereat part of their pipeline system. 
In other words, their line walkers would have to go over 
that section too because if there is many loss occurs it 
is certain that the pipeline company would have to stand it 
4 until they got it to the poiht where they could gauge it 
into the tank, 
Q Yes, and looking after those valves and things at the point 
of connection, that mens samething too? 
A Yes, additional. 
Q Then there must be, I suppose, a man who takes measurements 
at these refineries? 
A That. is TYient.. 
ij Q Representing the pipeline company? 
A That is right. 
a QQ: So that it does mean some expense to the compsny? 
A Yes,’ it does, which could be used to off-set that additional 
length of line from that point in. 
Q Yes; now, having regard to this existing volume taken by 
Plotkins, would that justify them absorbing that expense? 
A Et think that, that is something which they are certainly 
entitled to, in other words, they are entitled to get that 
additional expense pack, taking this over and above what it 
otherwise would be, from Plotkins or whoever that refiner 
happened to be. 
y g Yes? 


They are certainly entitled to that regardless of who makes 
tne capital expenditure. 

Q Just: one other thing. I think in fairness it should be 
cleaneé up, you reverted tm Mr. Link's time of two years 


certain and three years probable; of course, it is right to 
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say that he has not denied that there may be many more 
acves Of oll producing land? 
No, 
To give the life of the field a very much greater time than 
he is prepared to estimate with resonable certainty? 
That is correct, sir, if I made any statement that indicated 
otherwise ~£ did not intend to. 
MR. FR AWLSY: All right, thank you very much, 
Dra Boatr? cats 
MRY FRAWLEY: Just a moment, you spoke about, you 
made a comparison a moment ago of the percentage valuation 
aS against the original cost, as Mr. Morrison had used? 
Yeas 
There is this mueh which might be brought to your attention, 
if you have nad discussed it already, these conditions when 
the line was constructed may be very different from what 
they are now, the percentage of labour costs may be very high 
as against low labour costs at the time the line was built, 
and the reverse also might be true? 


Yes, that is absolutely true. The method whick I advocated 


’ 
and Which Mr. Morrison used, takes into consideration the 
actual cost at the time the line was constructed, and in 
the ease of lines purchased outside the company, purchased 
from outside companies, it only includes the actual eost 

or the actual amount which was vaid for that line. Now, 
that will aecount for some differences between the 
percentage evaluation and any valuation arrived at by the 
basis which I suggest. 

At least the method Mr. Morrison has used deals with actual 


facts and cannot be eitaer fair or unfair to the company? y 


It deals with actual cash outlay. 
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THE CHATRIMAN: You say it cannot be fair or unfair? 
MR. FRaWLiy: It cannot be unfair, whereas the other 


method, quite so, the percentage valuati on might be fair 
or unfair to the company? 

Well, I do not know that I can answer the question in the 
form which you give it, but it means this, that the method 
which I advocated takes into consideration the actual cash 
outlay that that property represents whereas the other method 
involves an estimation or the present worth of that, 
regardless of the cash outlay. 

That is what I mean; in other words, it may have been that 
the, at the time this line was built it may have cost a 
great deal more than the figure which Mr. Hill is putting 
on it now? 

That. is right. 

and that eoia aoe be fair to the company, and the per- 
centage of reproduction cost may be a great deal less than 
it cost to put in and that would work the other way? 

Yes. 

MR. FRAWLEY: All right, thanks, Dr. Boatright, 
that completes your evidence. 

THs CHAIRMAN: | Supoo sing’, by Peason Of Pare) or 
explosion or something of the sort, this pipeline had 
became much less valuable than it otherwise would h*ve 
been, would there not be an advantage in the nercentage 
valuation as distinguished from cost? 

Well, no, I think not, Of course,we could take any number 
of conditions concerning the individual pieces of equip- 
ment or an individual item or a group of items and pick 
flaws in any particular method, but as an over-all thing 
it seems to me that the method which I am advceating is 


as fair as any metho@ that could be adopted. For this 
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reason it these assets were badly damaged by fire and in 
an unserviceable condition, the chances are they would be 
taken out of the system and would not be included in my 
estimate at all. If they were in condition or if they were 
damaged but not dam=ged sufficiently to take out then they 
would be repaired and put in serviceable condition, and 
those charges in turn Would be reflected in the operating 
cost, ane the condition, so far as the plant as a whole is 
eoncerned, would then be the equivaitent to what it would have 
been if the fire had never happened. 

Q, The company would suffer as a result of having that extra 
operating cost? 

A Ghat is-right, and that would have come. out of the profit 
for that particular period and would be reflected in their 
Operating cont for that period. 
LGR. FRAWLEY : Thateis)aiL.--L-will recall Mr. Morrison, 
MR. NOLAN: I am wondering, sir, whether the time 
has come when Mr. Hill might give evidence. IT know Mr, 
Bewley does not want to interrupt Mr. Morrison, but poor 
Mr. Morrison has been interrupted before. I amina 
aiffioulty about ir. Hills which I need, not.go, into, but 
I am anxious to get him on, and I am wondering if for the 
convenience of the Commission, we have now been discussing 
more or less the practical problem of the pipeline operation, 
and I am wondering whether it would not be useful to go on 
with that discussion, because that is all it amounts to, 
by taking the evidence of Mr. Hill at this moment. Of course, 
I am in the hands of Commission counsel and whatever is 
decided I am, of course, quite willing tc comply with, but 
its usefulness at this stage, as against the accounting, 
seems to me to have some merit, and its usefulness at this 


stage might appeal to the Commission. If the Jommission 
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feels it would like to go om now with this practical 
question arising out of the pipeline operation, and leave 
the accounting to come in a little later. It is quite 
obvious that we are not going to finish this week, and 
there is an anxiety on my part, and I am sure on Mr. 
Frawley's part, to conclude same of the evidence as quickly 
as possible. 

THE CHAIRMAN: Ou, Of “COuUrse, cafnol tell aiow tong 


the examination of Mr. Hill, other than by yourself, will 


take? 

MR. NOLAN: No. 

Wie CAAA: HOW Lore pill you’ be? 

MR. NOLAN: Weld, he will take, we think, about 


two Hours Go explain his report and the contents of it. 

If he could begin to-day, it might leave to-morrow for 
discussion and cross-examination, in which event he might 
go back to the place from whence he came to-morrow night. 
My difficulty is that he came before ind was not reached 
and stayed with us, them went back and now he has come again. 
THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLLY : Of course, it is not‘only a matter 
of interrupting ir. Morrison, because I take liberties with 
Mr. Morrison, but it is interrupting the case, and that is 
the difficulty. 

MR. NOLAN: There is no case. 

MR, FRAWLEY : No, but I am trying to present, I am 


going some nlace, strange as it may seem. 


TH: CHALR}aAT: So lom as no one cuts you out, 
MR. FRawLay: Yes, but, of course..... 
TH CHalRiWAn: After all, you are generally engaged 


in the case and this is quite understandable. 
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MR. FRAWLEY: Yes, I might be excused, but I have 
a certain bit of evidence to present, and likely Mr. Nolan 
mas too, because 10 is very much, of a fiction. to call Mr. 
Hill my witness. He is, of course, but I just show that 

he is and then I am done with it, but I have witnesses here 
that I have briefed, that is why I say I am going a certain 
place, and then I am through. I realize Mr, Hill has been 
here, and Mr. Hill is a man whose time is certainly valuable, 
and Ll want to help. 

THE CHAT RMAN : You interjected Pr. Boatright on 
matters which were not strictly accounting, and I do not 
know, Mr. Frawley. 

MR. FRAWLEY: Yes., 

Cis Coal ALLAN ¢ And he has dealt with the very subject: 
that Mr. (Hill will speak upon. Mr. Hill comes from afar 

and Mr. Nolants request is not unreasonable. 

MR. FRAWLEY: No, I ‘do not think it is unreasonable 
but I was wonlering if it was unreasonable to you,..... 


Commissioners, because you are going to have to start off...... 


THE CHATRMAN: We cannot be much more confused. 
MR. FRAWLEY: That is-all I was thinking of. 
THE CHAILRMAN: All right, we will hear Mr. Hill, but 


we might at this point take five minutes’ recess, so that 
he can be prepared. 


(A five minute recess was here taken.) 
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Dr. Boetright. HOA 5x 
THE CHAIRIAN: Mr. Nolan is tendering an 
exhibit, I understand? 
MR. NOLAN: If I may I am going to tender 
as an exhibit. the Report of Ford, Bacon & vavis, 
dated December Slst, 1938, as Hxhibit "96". 
DOCUMENT Il QUESTION IS 
PO AR DAS Se DB De Sie is 
MR. FRA‘LiY:; there was one matter which 
I should have asked Dr. Boatright. 
DR. BOATRIGHT, recelled:- 
@ Dr. Boatright, what has ir. Morrison done in his 


accounting in the matter of salvage of the pipe 
Line? 
4 He has deducted 10% from the value of the capitel 
investments, where the life has been assumed up to 
15 years, and beyond 15 years a figure of 5% has 
been used as being the reasonable salvage value, 
at the end of the life of the pipe line. 
Q In other words, if the Commission takes a life of 15 
years or under, Mr. Morrison's allowance is what? 
A 10% for salvage. 
Q And tht is dealt with at Page 5 of his Report. 
Perhaps the guickest vay might be to read his 
Page’ 5. tir. Morrison says:> 
" & salvage value of 10% has been deducted 
"from the assets when arriving at tne annual 
"eher.e for depreciation on the bases of life- 


MULmes of tromtive to fifteen. years,..and 
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Dr. Beatright. 
Kdgar G. Hill. 
"5%. salvage value on the bases of life- 
"times of from twenty to thirty years." 
Vhat are your vievis about that? 
b i feel’ those Tigures are reasonable: 
@ Thank you very much. 
LIR.NOLAN: Nothing thanks. 


@eeeseoeeoee#eeest eee 


aDGAn G. HILL, having been 
duly sworn, examined by Mir. Frawley, testified as follows:- 


Q Iie. Hill, where do you live‘ 


A i live in Larchmount, New York. 

Q And what is your business? 

A I ama Consulting ingineer. 

Q Will you put your qualifications on the record, Mr. 
Hill, so that we will have them? 

A I am Vice-president and a director of the lew York 


enginesring Firm of Ford, Bacon « Davis Incorporated. 
I was graduated from Yele University in ijechanical 
ingineering in 1904. For the next 15 years I was 
engaged in the machinery business, as engineer in 

the shop and in the drafting office, and finally 

in the sales end of the business. In the year 1908 
I went in the Natural Gas and Oil business in South 
HZastern Kansas with my uncle's firm, the Southwestern 
Gas Company. There I acted a Chief ingineer and 
General Superintendent... In 19268 I was borzowed 

by Ford, Bacon & Davis to help them int-an: engineering 
appraisal of natural gas properties of several large 
utilities, serving the cities of Pittsburgh, Cleve- 


land and other cities in Ohio and frennsylvania. I 
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Edgar G. Hill 


had charge of that work before it was finished, and 
after it was finished 1 was asked by Ford, Bacon & 
Davis whether I ould care to join their staff, and 

I @id. In 1923 I was sent to Edmonton, Alberta, to 
build and operate a natural gas system there, which 
is known as The North ‘‘estern Utilities Limited. 

I acted as President of that Company during the years 
1984 and 1934, be thy Buccesded by the late C. J. 
Yoraths I put tha t system into operation and then 
returned to the United States; to my firm. In 

1925 I went to Louisiana and fo# the héxt two 

years I was encesed in designing and building what 
was then the largest natural gas line ever built. . 

A twenty-two inch pips line, 170 miles long, from 

the Northern Louisiana gas field to the City of Baton 
Rouge, and thence 8p miles of 18 inch gas line to the 
city of New Orleans. I built those properties and 
operated them, set up the operating organization, 

and in 19388 I went to Colorado and designed and built 
and put into operation the natural gas system extending 
from the Northern Part of Texas to the Gity of vVenver, 
which at that time was the largest natural gas system 
ever built. When that work was finished in 1929 I 
went to Birmingham, Alabama, and put into operation 
the natural gas system extending from worthern 
Louisiana to the cities of Birmingham and Atlanta, 
which at that time was the largest natural gas system 
ever built. After that I acted as Vice-president 
and Generel Manager of that Company, and got its 
operating organization going and returned to New York 


Po Loo Ls Since that time I have been actively engaged 
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in consulting engineering and management work in the 
oil and natural gas business. My firm is one of 

the larger New York engineering firms, and has a 
considerable volume of consulting, construction and 
management work in Oil and natura 1 gas. That depart- 
ment I am the head Of. My work He taken me to all 
parts of the United States, exceptihg Hee racific 
Coast, where oil and gas is found, and also into this 
country. In December of 1938 I was asked to assume 
the residency of the National kefining Company, which 
is one of the larger minor integrate oil companies 

in the United States. Iam now President of that 
Company, but not having severed my connection with 
Ford,Bacon & Davis. Previous to assuming the 
Presidency of that Company,. 1 had, -for my Dirm,. made 

a complete study of its operations and business, and 
reported to the Directors on its operations and 
business. I have from time to time appeared before 
Courts and Commissions in this country and the United 
States, including The Rae Service Commission of 
Alberta, the Public Service Commiss ae of Wer York, 
Pennsylvania, Ohio and ‘.est Virginia, Alabama, 
Louisiana and the Securities and uxchan;.ce Commission 
at ashington, and before various Gourts and Special 
Masters, in matters heaving to do with Oil and Gas 
‘work. I am not a professional witness. In May of 
last year I was ask od to make a study and report 

on the property and business of the Royalite Oil 

Compr ny Limited, Pkpe Line Division. I1 came to 
Alberta in May, made such a study, which I later brought 


up to date last month. 
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Bdgar G. Hill 
Q TH: CHAIRIAN: This Report you made in 


May was made to the Royalite Vil Company? 

A Yes, it vas to the Royalite Oil Company, and was later 
brought up to date and forms now the report you have 
in Front. of “you. 


Kee FRE ‘Loy: Have you got the Report, ir. 


£9 


Hill, thet you made to the Royalite Vil Company in 
May or dune or July? 

4 I heve a draft of it here, yes. 

G, And that Report was in the hands of the Royalite Oil 
Company for quite some time: 

A I believe so. 

Q And as I understand you got it back from them? 

A I took it back and tir. McLeod asked me to bring 
it up to date for the benefit of the Commission here, 


to bring it up to end of December, which I did. 


Q And your present report is dated December dlst, 19387 

4 tes. 

Q But you have a draft of your earlier report? 

A ni have. 

Q I think we had better have that marked as an exhibit 
for what it is worth. 
Ne PR aaalga Sg a a 94 There is no objection? 

A No objection. 

Q Mae PRANGLY ? Is it with you? 


A Noe few isoring its, it is in my room at the hotel, 
but I will bring it when i come back from lunch. 

q Bll right, thanks. Then wr. Hili, would you answer 
liyr. Nolan's questions. 

Q ER. NOLAN: Ti monde, ties Gib bat. you 
would be good enough for the benefit of the Commission 


to read to them the Report which you have prepared 
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Bdgar G. Hill. 


and which has been marked Jxhibit "96". Ve think 
that is as good a way of doing it as any, if it meets 
with your approval? 

A I will reed the letter of trensmitteal which fons 


Page 1 of the Report, first. That is deted New York, 


eee Lon D 1894 
(COPY) 
POR D Wy paCON vid - DAVIS 
Incorpore tcd 
alGINGERS 
CONSTRUCTION VALULTIOUS noe ORL MANAG acu? 
Wr: YORK CHICAGO 
PHILA D&LPHIA DALLAS 
oo) “BROAU AY 
Nit! YORK 
Nev York, December 31, 1938. 
Rovealite Oi! Comm ny, Limited, 
Calgery, Alberta, Canada. 
Peaw wirs: 

Pursuant to instructions, we have made a study 
of the property and business of the Pipe Line vivision of 
your Company, ineluding a valuation of its physical pro- 
perties and business, and a calculation of its probable 
near future earnings under the tariff which it nov charges 
for the transportation of naphtha and crude oil from the 
Turner Valley field to Calgary. 

It is our opinion that the property and business 
of the Pipe Line Division is conservatively worth at least 
~l,700,000 at the date of this report. 

“e are also of the opinion that the current 


’ 


tariff of 15 cents per barrel is reasonable, considering 


att 


iW #5 a \y ony ; A 
ero nh 
aa ” wren 
a 


ey We f 
of i . ae ri 


oe un Hh a ayy 


. 


ia 


ee ae 


Ry bets | ‘es ; ten Ss ie 
mained, Si ivin ‘ag ws a aa dase 
ae iia si eth, Ripe eeu tap, oi a " 


| ak das ahd. 98- ae iad 


Ba on, 


pean ee afore 


Tals! 


ae 


Aeierien. ‘edger os. ve ate 
et a alee dade few 


oe Sa 


a tt he 


T-2 | 
~2459~ 
Edgar G. Hill 

the risks and uncertainties inherent in the business 

of the Division. 

The details and reasoning on which these con- 
clusions are based will be found in the attached 
report. 
Very (truly yours, 
(Signed) FORD, BACOM & Davis, Inc." 


I might say here that I wrote this report myself, but 
that in our firm the individual cannot sign reports 
and they are signed with the fixrm name. The opening 
Peete ean Of the report, -the text:.of the report Vs 
Nature and Location of Operations. 

" Nature and Location of Operations. 

This Division operates a gathering and transpor- 
tation system for crude naphtha, absorption naphtha and 
crude oil in the Turner Velley field, Alberte, Canada. 
It gathers crude naphtha and crude oil from producers' 
tanks at the wells. Absorption naphtha is received 
at two absorption plants of Royalite Gil Company, 
Limited, and at one absorption plast of British 
American Oil Company, Limited. 

Delivery of erude oil is made into rented tanks 
at the Imperiel iefinery at Calgary, Located about 

5 miles from the center of the oil field. lbaphthas 


are delivered direct to the refinery. 


We Poot AUN. OR aru PAY 
Gatiering System. 
The gathering system of the Division comprises 
Yo, nites of. 4.ins,.d.in.s and.2 ins pipe, of whaien.0.4 miles 


are at present inactive. It also includes 73 pumps 
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located at the wells and absorption plants and two 

field pumping stations which deliver the oil to the 
trunk line storage tanks at Turner Velley. The 

system is shown in detail on the map appended to 

this report." 

The map in the report is on a very small scale, it shovs 
on Page 99, and shows the Gathering System, the location 
of the Pump Stations, the location of the Absorption 
Plants and so forth. There ars maps here from which 
this map was made, which are ona very much larger 
scale, and which I cen. refer to at any time as I go 


further along with the text. 


"Storage Tanks. 

& tenk farm at Turner Valley, owned and operated 
by the Division, conteins crude oil and naphtha 
storage tanks of a total sapacity of 118,580 barrels. 
In addition, two tanks of 10,000 barrels capacity 


each are located at the fisld pumping stetions. 


Main Pumping Station. — 

At Turner Valley the Division owns and operates 
a pumping station which dravs the maphtha and crude 
oil from storage and delivers it into the trunk pipe 
lines which extend from the field to Calgary. 
This stetion is new. It contains three multiple 
cylinder 200-horsepower (see level rating) ges 
engines, each drivang e 5-1/2 x 18 vertical triplex 
Single acting power pump ¢apable of operation against 
a pressure of 1,000 pounds per square inch. Nor ally 
two units are assigned to crude oil service. One unit 


oper tes on either erude or naphtha, as required. 
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Trunk Pipe Lines. ~ 
‘These are three in number; a 4-inch welded lines 
(Noel), built in 1925 but completely reconditioned 
during the last four years; &@ 4-inch welded line, 
(No.2), part of which was built in 1929 as a 
victaulic soupled line but vas completely rebuilt 
as a welded line in 1947 and about 7 miles of aéw line 
edded, and a 6-inch (wel ded Line built in 1937 and 1938. 
These lines are all protected with an asphalt coating, 
lines Nos, 2 and 3 being wrapped and a second coat of 
hot asphalt applied over the wrapper. Line No. l 
is similarly protected in many places. The langths 


of these lines are as follows:- 


Line vio. 2 154,603 feet (29.5. mites) 
Dine: WO ene 166,499 feet (31.5 miles) 
Line lo. 3 166,604 feet (51.6 miles) 


Lines Wos. 2 and 3 follow approximately the same 
right-of-way. Line No. lL is laid ona right-of-way 
owned jointly with the natural gas company serving 
Cal garye. The location of the Lines is shown on 


the appended map." 


That map forms Page 60 of the Report,. and whilst it 
is On @ small scale = think {0% ‘1s quite clear. of 
do not think there are any other large saale maps 


necessary, although i believe one is aveilable. 


Capacity of Trunk Pipe Lines 
The three pipe lines have an aggregate daily 


rated capacity of 24,000 barrels, with a maximum capa- 
eity of 28,000 barrels. Lines Nos. 2 and 3 are 
normally operated on crude oil at 1,000 pounds station 


pressure. Line No. 1 normally operates at 750 pounds 
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pounds station pressure. 
Other Property. 

invadadition tor its field gathering Lines, field 
pumping stations, storage tanks, main pumping station 
and trunk pipe lines, the Division owns four employe's 
qweltingmiouses: in the field, a fleld.oatfiea, 4a field 
warehouse and shop, a foam house at the tank farn, 
several automobiles and trucks, several items of 
pipe line construction equipment, furniture and fixtures 
an itesetieid office: and in the offices it rents, in 
Calgary, and certain miscellaneous structures and 
equipment items, all of which are set forth in 
detail herein. 

Age of Properties. 

Jne provpsrty for.6 2reat part, is’ new, er 
substantially so. wiilth the exception of part of the 
gathering system, the pipe lines of the Division 
eCeither have been built new or wholly reconditioned 
within the last five years. Its pumping etatious 
are new in 1938. Some of the equipment at the 
nev. field stations has been used weviously in the 
former main station and elsewhere. 

The tankaze is not new but several of the larger 
tanks have been rebuilt recently and are apparently 


tin a gondition substantially equal to new. 


Condition of Properties. 
The pipe Lines and pumping stations were carefully 
inspected by the Engineers in May and December 1938 for 
the purpose of determining the physical depreciation 


whieh had accrued in then. The gathering system pipe 
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was exposed at 48 separate Locations and carefully 
cleaned and inspected. several nipples were cut 
from the lines to reveal what internal corrosion, 
if any, had>* occurred. The se inspections dis- 
closed a high state of maintenance with very little 
external corrosion and no internal corrosione 

Fifteen stnilar inspections were made on the 

trunk lines, most of them being made on the two older 
Mines. Gane tio. Lb. was’ found to be: in remarkably 
good condition and lines Nos. 2 and 3 were ina 
condition practially equal to new. Lt was evident 
that the soil in which these Lines are laid is not 
particularly corrosive to steeiL pipy well protected 
by an asphalt ooating, particularly where a eee 


is used. These inspections were made in May 1938. 


The pumping stations, all of which had been 
built in 1938, were likewise in a condition practically 
equal to new. 

Most of the structures, except the four dwelling 
houses and the field office, were built in 1938. 

The dwellings and office were well maintainea. 

The principal items of automotive and construc- 
tion equipment were likewiso either of 1938 or 1937 
model and in very gocd condition. Furniture and 
fixtures in the offices were bought new in 1938. 

There may be more depreciation present in the 
storage tanks than can be AieatoconGe outsi de 
jaspection. The tanks are well kept up and from 
the outside appear almost equal to new. It was 


not practicable to make an internal examination or 
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to drill holes in the tank plates. For that 
reason, and for the further pane thet most of 
the tankage was not new when installed at present 
location, physical depreciation of 20 per cent 
was assumed to exist in the crude storage tanks and 


40 per cent in the naphtha storage tanks." 


(Go to Page #4605 ), 
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(EXAMINATION OF THE WITNESS EDGAR G. HILL CONTINUED BY 
MWR. NOLAN) 
WITNESS: : Shall I proceed. 

Q MR. NOLAN; Yes, I think you were reading on 
page 8, Mr. Hill. 
MR. FRAWLEY: Mr. Hill has not the draft report 
or the report, the earlier report which we Vero speaking of 
this morning « 
THE CHATRMAN: | Oh yes. 
MR. FRAWLEY: l.offer:c. it., It is a: report,. 
the Royal dts Oil Company Limited pipeline division as ‘of 
May, 1938, dated liay 25th, 1948. 
WITNESS: | That is the only copy I have, Mir. - 
Frawley. I think there are one or two in New York but that 
is the only copy I brought along. It is yours to do with as 
you see fit. 
MRe FRAWLEY: Well it will go ir too,.it will be 
marked as an exhibit, Mr. Hill, and presumably when the 
Commission’ work is finished and they have no further use 
for ob it can be given back to you. 

A It doesn't have to, I have, another copy.but it is’ the only 


one I have here. 
(COPY OF REPORT DATED MAY 25th, 
1938 PRODUCED BY THE WITNESS... 
HERE MARKED AS EXHIBIT 97".) 
THE CHAIRMAN: | That is the report ofdiay 1938. 
MR. FRAWLEY: ‘ Yes, and it is dated May codth, 
1938. The Veeter of transmittal is dated "New York, May 
25th, 1938". 
THE CHATRAAN: It is part of the report which is 
now Exhibit "97"? 
MR. FRAWLEY: Quite. 
Q WR. NOLAN: Will you go on from where you were? 
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A I think I was at the top 6f page 8. 


" | INVENTORY waTHODS 

. The inventory of pipe, fittings ant valvés 
was taken by employes of the Company #yon actual 
measurement and oan in the field. ‘The Engineers 
in their inspection of the property were able to 
check this inventory to a considerable extent. 
They didnot, However, actually measure any of the 
pipe lines on the ground. ie 

The inventory of pipe lines was taken for 
each section of land onan aN anon cuneine it a simple 
matter te check the inveatory by scaling the line 
lengths on the maps an Which they are recorded. 
ihe imrdnsens spot-checked the pipe line inventory 
in this way. 

The inventory of machinery, buildings, tanks: 
and other items of property was made by Company em- 
ployes, but all such items, with insignificant ex- 
ceptions, were inspected and checked for existence 
and condition by the Ingineers. 

VALUATION OF PROPERTY 

A valuation of the property of the Pipe Line 
Division as it existed on December 31, 1938 was 
made by the Engineers, using material and labor 
prices current in the territory as of that date. 
Prices used for pipe were those applicable to car» 
load lots. Frices for principal items of equipment 
were taken from Company vouchers, as most of these 
items had been purchased recently. Quotations on 
tanks were obtained from a local representative of one 


of the principal manufacturers." 


—2467- 


MAJOR LIPSETT: Are those all new prices, lir. 
Hill? 
Yes, new prices. You see 60% of the property has been 


built in the last two years. 


"Land 

The land included in this valuation comprises 
five lots in the hkoyalite townsite at Turner Valley 
on which four employes! dwellings and the field | 
office are located, the land at Turner Valley oc 
cupied by the storage yard and shop, together with 
that occupied by the pumping stations, as well as 
the tank farm land at Turner Valley» dA valuation 
of $2,457 was placed on this land (which comprises 
36.04 acres) as follows: 


5 Lots (2.14 acres) at $250 per lot $1,250 


33.9 Acres at 35 4,187 
Total 52,437 


Rights-of-Way 

The trunk pipe lines are in part located on 
private rights—-cf-way and in part on public road al- 
lowances. The actual cost to the Company of its one+ 
half interest in the private rights-of-way oocupied 
by trunk pipe line No. 1 was $5,124. The Company has 
no record of the costs of the rights-of-way on trunk 
pipe line No. 2 as most of this line was purchased in 
place as a unit. Rights-of-way costs on line No. 3 
are not yet complete. 

Some of the gathering system pipe lines ca- 
cupy rights-of-way jointly with the natural gas and 


water pipe lines of the Producing Division of the 
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"Company and no allocation has ever boen made of 
their cost as between the Producing and Pipe Line 
Diviisions. Some of the gathering system lines 
are likewise located partly on publie road allow- 
aNnCeBe | 

Afver consideration of tho location and 
length of the lines a valuation of $16,196 was 
placed on all of the private rights-cf-wuy appli« 
cable to the pipe lines covered by this valuation, 
which is believed to be a reasonable figure, having 
in mind present-day costs of rightsa-cefeway in this 
arebe 
Structures 

The four employes dwellings were valued on 
the basis of actual coat of a similar Awelr ee ee 
cently built in the townsite. The actual costs, 
either complete or partial, were available for the 
other structures and formed a basis for the valua- 
tion. 

Pumping Stgtions 

The trunk line pumping station No. 1 
at Turner Valley and Stations Nes. & and 3 in the 
field were rocently completed. Cost records were 
availatle and were used as a basis for the valuation 
of these stations. 

Pipe Lines 

The Company furnished the Engineers with actual 
costs and recent cost estimates on several of the 
lines recently laid. These together with the cost ex~ 
perience of the Engineers in the construction of sim~ 


ilar property, formed the basis of the estimates herein. 
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a Trunk pipe line No. 3 was constructsd largely 
during the winter months. The Engineers in making 
their valuation assumed that the pipe lines would not 
normally be constructed during the winter when in- 
stallation costs are high, and for this reason the 
actual book cost of trunk pipe line No. 3 will be 
found to exceed the estimated cost used in the val- 
uation for this particular line. 

About 4 miles of the gathering system were 

not trully completed at the date of the valuation, 

but were so near completion that they have veen in- 

Gluded in the valuation at their estimated cost when 

completed." 
WITNESS: Now with reference to the whole 
Millarville line and another, a replacement being made in 
another line which also serves the Home-ijillarville, those 
replacements were all completed by the lst of December, 
1938 .When I was on the ground on the 15th of December they 
were not quite gompleted so I took them in as completed at 
December glst. 

"Bummary of Valuation 

The valuation of the physical property of the 

division as of December 31, 1948 is summarized as 

follows: 
WITNESS: And here I classify the various 
accounts and on the right-hand side of the page I have 
two columns under the heading "iistimated Cost of Repro-~ 
duction as of December 31, 1938". The first of those two 


columns, the one to the left, is headed "new"; the one 
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to the right "Less Depreciation". That means GAH ene 
figures in the "new" column are my estimates of the cost 
to reproduce the puepediy "new" at December OUGUs eI OO. 
The column to the right is my estimate of that cost less 
the money value of the physical depreciation which I 
found to have had accrued in those various items of 
property at December ¢Glst, 1948. The total, before work- 
ing capital and waterials and supplies, is under "new" 
column $1,569,226.00; under the "less depreciation" one 
is $1,464,244.00. 

For working capital for material and supplies--- 

THE CHATRIAN: dhat is your total there? 
¢1,454,244.00. 

Oh yes. 

You see 60% of this property is practically new. 

Working capital for material and supplies, I have 
allowed »80.000.00 as being in my judgment a fair al- 
lowance for cash, suiall tools, material and supplies 
which this company, this division, would need for its 
operations were it a separate corporate entity, That 
makes my total valuation of the physical proparty and 
working capital, "new" $1,619.220.00; less depreciation 
$1,514,244.00; that means in my opinion there has accrued 


in this property almost exactly 105,000.00 of actual 
physical depreciation. Those totals include an allowance 
of general overhead costs which have not been taken into 
account in the unit costs of the various items of property. 
"General Overhead Costs 
These are the undistributed general overhead 


costs unavoidable in the construction of a property 


of this type which have not been provided for elsewhere 
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"in the valuation. They include costs of preliminary | 
investigation of the project, the costs of adminis+. 
tration, legai expenses and taxes during construc= 
tion, costs of engineering design and supervisision 
of the project during construction, interest during 
construction, and costs of injuries and damages 
claims incurred during construction which were not 
covered by insurance» In total these have been 
estimated at 10 per cent of the costs of the 
physical proporty,. based on a construction period 
wf one year. 
Working Capital 
The total expenses of the Division for oper- 
ation and maintenance for the 12-months period end- 
ing June 30, 1939 are estinsted te approximate 
$211,500. One-eighth of this amount, or $38,900, 
is believed to be a reasonsble cash working capital 
for the Division. 
The Division does not carry much stock of 
materials and supplies other than repair parts 
for machinery. pipe fittings, saall tools, etc. It 
is free tc call upon the main warehouse of the 
Company for any of its requirements, consequently 
the amount of materials and supplies shown on the 
Division's books is not a fair criterion of its 
reasonable needs. 
En the experience of the Ingineers the 
Division. if it were entirely divorced from the 
parent Company, would normally carry an inventory 


of spare parts, pipe, valves, fittings and sma 11 
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tools of $40,000 to ¢50,000. ‘The total normal 
working capital requirements of the Division would, 
therefore, range between $78,900 ana $88,900. A 
total of $80,000 for working capital has been used 
by the Engineers as representing a reasonable aver> 
age allowance. 
Value as a Going Concern 

The Pipe Line Division of the Royalite O11 
Company, Ltd. is a going conzern which has been in 
successful operation for more than ten years, al- 
though it has been considered as a separate Division 
of the Company only since January 1, 1%8. It is the 
principal gatherer and transporter of crude oil and 
naphtha in the Turner Valley field. Its property is 
well maintained and efficiently operated by exper- 
jenced men all of whom have had many years of ser- 
vice with the Company» 

In the opinion of the Engineers the small 
amount of physical depreciation found to exist in the 
property does not measurably detract from its sere 


vice value. 

The Division receives the benefit of the ut- 
DEL. ae suc h an electric power and light, water, 
steam, sanitation and repair shop facilities provided 
by the parent Company at Turner Valley. while a pro~ 
portion of the operating expenses of these utilities 
has been allocated to the Division, the ingineers 
have not attempted to allocate to the Division any 


of the parent Company's investment in these facilities. 


If they dia not exist the Division would have te pre- 
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vide them and their cost necessarily would be in 
cluded in any valuation of the Division. The in- 
vestment of the parent Company in these utilities 
is substantial, approximately ¢1,000,000. 

For all of these reasons the Division has, 
in the Engineers' opinion, a value as a going con- 
cern which is in excess of the depreciated value 
of its physical assets plus working capital. This 
value as a going concern, necessarily a matter of 
judgment, is fixed oy the Engineers at a minimum 
of $1,700,000 at December 31; 1938." 

WITNESS: The next heading on page 16 
Ls entitled "Tariff, volume, gross income, operat ine 
expenses, amortization cf Capital and probable near 
future earnings." 
4 The Company's present tariff for the gather- 
ing of crude oi, crude nazvhtha and absorption 
naphtha from the run tanks at the wells and fram the 
absorption plants in the Turner Valley field and 
transportating it to and storing it in the recelv- 
ing tanks at the Imperial refinery in Clagary, is 15 
cents per barrel of 35 Imperial gallons. (Naphthas 
are.not shored .but are delivered direct to whe re= 
finery). At an average daily rate of 15,000 barrels, 
the annual volume handled will approximate 5,500,000 barrels 
which is believed to be a reasonable estimate for 
the next two or three years, assuming that no sub- 
stantial new discoveries of crude oil are made in 
the Prairie. Provinces. At this tariff and volume 
the resulting annual gross income of the Division 
will be $825,000. In addition the Division makes a 


deduction of one per cent of the grude oil handled 
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"and two per cent of the naphthas handled, which 
deduction is calculated to compensate the Division 
for gathering, storage end transporation losses. 

In the first nine months of 1938 the actual 
losses of this nature amounted to 0.52 per cent of 
tne Grudge Cm handled. If this ratio continues the 
indicated net profit to the Division from this one 
per cent deduction will be 9$3¢,000 per year, based 
on crude at $1.25 per barrel. The volumes of 
naphtha transported are so small that any profit 
or loss resulting from the two per cent charge is 
considered negligible. In the year 1937 the crude 
deduction was two per cent and the actual crude 
losses were .98 per cent." 

WITNESS: There is a corzection which I 


made in all of the copies except yours. Mr. Frawley, 


~98. 

MRe FRAVLAY: I have it corrected now. 
THY CHA IRUWAN: You say. thet.is" .98? 
WITNESS: Yes, that was in 19387. 
THE CHAIRMWAL: SPH ave Lio) a8. 


"So that if the results for the years 1937 and 1938 
are averaged, there woulc be less profit to the 
Division arising from the one per cent deduction. 
On the other hand, the volumes transported in 1937 
were much less than in 1958 and as loss ratios of 
this nature tend to decrease as the volumes handled 
increase, it is prcbable that the prcefit to the 
Division from this sovece will continue at about 
the 1938 rate, barring serious line breaks or 


fires. The annual grog inccme of the Division is 
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“therefore estimated to bo at the rate of $858,000 
per year for the near future, 
Cperating Expenses 

The operati ng e.:penses, including ordinary 
property taxes, for the Division for the first nino 
months of 1988 were stated to the Engineers by tho 
Company's auditors, Messrs. Price, Waterhouse and 
Company, to be §214,488.69. This sum includes 
rental charges for the three large receiving tanks 
at the Imperial refinery for only 4-1/2 months of 
the nine months and likewise includes the operating 
expenses of the two new field pumping stations for 
only about 2=+1/2 months, as these stations were not 
completed until the summer of 1938. 

Ignoring these facts and adding one-third of 
the nine months' expenses results in a figure ap- 
plicable to the entire yeav 1938 of %285,984.92. 
However, the Company's direct operating expenses 
for the month of November, 1938, as disclosed tc 
the iingineers by the Company's Treasurer, amounted 
to geo,151.45 exclusive of the Division's propor 
tion of indirect expenses and property taxes. On the basis 

of the November experience the Division's direct ex 
penses would be running at the rate of about 
9§277,800 per year, exclusive of depreciation, taxes, 
or any indirest expenses. 

The Company's auditors fixed the Division's 
proportion of admin’ 3iration charges for the first 
nine months of 1988 at 4..4,871.58, arrived at by 


allocation on an operating labor basis, which is at 
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"the rate of 18,495.44 per year. The guditors: also 
allocated certain portions of indirect Operating 
costs ox the entire Company, including utility 
service, depreciation on automobiles, trucks and 
tractors, ant general corporate COSts, to the 
Division in the amount of $59,109.25 for the first 
nine months, or at the rate of $78,812.33 per year. 
The sum of these three annual amounts is a total of 
$375.107.77. This figure doubtless contains scme 
duplications of utility expense amd is probably 
further distorted by reason of the apparently ab- 
normal amiintens .te expense in the “Shth of November. 

After ecoasidering all these factors the 
Division’s operating expenses for the 12 months 
ending June 20, 1939 have been estimated by the 
Engineers as follows: 


Operating Expenses for the first nine 
months of 1938 as per Price Waterhouse 


& CO> $214,488 .69 

Deduct: Tank Rentals ineluasd in above _14,583.60 

Pera? 199,905.39 " 
WITN 205 S Which would be for the nine months 


without tank rentals, to which I add 1/3 for October, 


November and December. 


"Add one-third to cover October, November, 


and December, 1.938 66,685.13 
Add::12 months’ Tank Rentals 45,000.00 
Add: Allowance to cover full year's 10,000.00 
operating costs of new pump stations. 1 
WITNESS: Because only two and a half months 


of those operations of those i*»iionms were ineluded in the 


nine months’ expenses that the auditcrs gave Mor That 
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$10,000.00 includes the extra cost for operating those 
two stations, made up mostly of electric power which 
was purchased, labour and a small amount of material 
and supplies, which gives me a total of $311,540.52, or 
say for the twelve months ending June 30th, 1939, 
$311,500.00, which is my estimate of the total operat- 
ing expenses-of the division forthe year ending June 


30th, 1939 


(Go to Pase 2478). 
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"Probable Cost of Building 2nd Operating 
Extensions to Gathering System." 

I may say here I am going into this because we are making 

a rate for the future and we have to take into account 

moneys the company will hsve to supply in the near future 

in providing additional construction. 

As the Turner Valley field increases in area the 

Division will be required to lay gathering lines to the 

new wells and install »oumping facilities at such wells. 

At nresent 12 welis are being drilled in the field. 

There is no basis for any exact forecast as to the 
amount of money which the Division Will have to spend eam 
year in the future for extending its system. The best. that 
can be done is to make as rational an estimate as possible, 
It must be borne in mind also that, unless the total demand 
on the Turner Valley field's production increases, the 
bringing in of additional productive wells will result in 
less oil being taken from each well. The labor costs to the 
Division of gathering oil e largely proportional to the 
number of wells, so as the number of wells increases 
operating costs will also increase, even though the volume 
Wevoii handled remains the same. 

In the opinion of the ZIngineers the sum of $125,000 ner 
year is a reasonable estimate, on the average, of the 
additional costs both for construction and operation whieh 
the Company can be expected to have to incur in the future 
to provide eonnections to additional wells and meet the 
additional operating costs of handling them. Strict 
aecounting »ractice would dictate that such part of this 


annual cost of 3125,000 as is ineurred for construction 
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be capitalized and added to the value of the property, and 
‘the remaindér, representing estimated sdditional anntial 
operating expénses, be charged to expense, The additional 
capital expenditure would; of course, be subject to 
amortizatioh and the Livision would be entitled to the same 
rate of return on it as on its present property. For 
convenience, however, the Engineers have treated this entire 
$125,000 estimated additional outlay as an expense iten, 
recoverable in the year when incurred. 
Amortization 

Before net earnings of a property of this kind 
can be estimated there must first be deducted from gross 
earnings a reasonable provision for return of the capital 
represented by the value of the property. The tngineers 
heave estimated the value of this property and business as a 
going concern at not less than $1,700,000. It is the 
judgment of the Engineers that during each of the next ten 
years a sum should be set aside out of income so that 
these sums together with interest thereon at the rate of 
3.5 per cent per annum compounded annually will, at the 
end of ten years, equal such minimum value of the property, 
excluding working capital, less salvage estimated at 95 
per cent, thus resulting in a complete amortization or 
extinguishment of the value of the property and business 
as now determined on Deeember 31, 1948. The annual charge 
against income so computed is $131,186." 
THE CH4I RMAN: Might I ask you to pause there, as 
I understand you, this line has been kept in first class 


condition? 


So thas it isg to all intents and purposes, new, or 


practically so? 
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Well, 60% of it is new, you might say; 40% has been built 
back as far as 1925, and 75%, I would say, has been built 
in the last five years. — 
Tiere Pe sueG OVO me a line which 1s in Piret, clase 
condition? 

First class condition, 

And is so maintained? 

Yes, sir. 

And as a result of careful maintenance and reconditioning 
you are able to speak of it in the high terms in which you 
do to-day? 

Yes, sir. 

Now, that maintenance and reconditioning has been treated as 
an operating cost, has it not? 

In part it has and in part it has not. 

To what extent? 

As far as my $311,500.00 are concerned, I would say that 
that sum contains little, if any, cost. of reconditioning. 
&3 to pipeline No. 1, which was reconditioned two or three 
years ago, I understand that those costs were eharged to 
operating expense in that year. However, lL did not take 
that year into account in my figure .that I have used here. 
MR. COMMISSIONER LIPSETT: Which year was that? 

I may say sO in the report. I think I do. During the last 
four years the No. 1 line was reconditioned, in 1934, 1955, 
L936 and 1937. To the best of my knowledge no expense 
was put on it in 1938, because I examined it in 1938 in 
May and there was no evidence of any work having been done 
on it recently. I think I am quite safe in saying that \ 
none of the costs of reconditioning the No. 1 line have 
erept into the $311,500.00 which I have set up here as my 


estimate for the future, the near future. 
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Q Was that four years! reconditioning done out of current 
ine one? 
Ay It was out of the company's treasury, I do not know where 
they got the money. 
Q THE CHAIRMAN: dhat has actually happened can, of 


course, be cheéked. What I would like to know from you is, 
you assert that a company is entitled to maintain and 
recondition as an operating cost and in addition get 
depreciation allowed to it? 

A HeLa “es inot entitled to any duplication.” What is tt 
we charge our expense of reconditioning to operating expense 
we Should not again capitalize that and take depreciation 


on thet capital. 


Q That is what I want to know? 

A That would be complete duplications 

Q Theat is what I wanted made clear? 

A dor pou tnink that thet has come in™nere, as Tarvas any 
operating expense figures I have used. That is, I do not 
see how it could have . I will be glad to be enlightened 
if it anmpears to any one that has happened, but I am quite 
eertain that it has not. 

Q Whether it has happened, that is something that can be 


checked? 

A Absolutely. 

Q But I want to know what the principle is, you cannot 
charge something for reconditioning and maintenance and 
put it in as an operating cost and tha also get deprecia-= 
tion on that thing so reconditioned and maintained? 

A Not if you are using. for any particular year an operating 
cost which contained the cost of that reconditioning. 
Those costs should be excluded, naturally, from your 


operating cost and not repeated, because you have already 
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capitalized it, You cannot handle it tries You have either 
to capitalize it or expense it, | } | 
Quite so, 
it The Engineers express no opinion as to the probable 
life of the Turner Valley oil fiel@; This field has been a 
substantial producer of crude oil only for the last two years. 
Its development is probably only partially cdmbleted and it 
may become a field of major importance, The Jife of this 
field depends on many factors unknown and unpredictable 
at this time, such as its extent and productivity, the 
annual demand upon it, methods of production and the cost of 
recovering the oil as compared with costs of other crudes 
which may became competitive. 
Probable Near Future Earnines and Return 

With probable annual gross revenue of $858,000, 
near future operating expenses and property taxes estimated 
at $311,500, probable increased annual costs of $125,000 and 
provision for amortization of capital amounting to 
$131,186 annually, there wilt remain before Dominion and 
Provincial income taxes the sum of $290,314-on which 
YNominion income taxes of 15 per cent and Provincial taxes 
of 7 per cent are eonsidered applicable, resulting ina 
combined income tax of $63,869. When these income taxes 
are subtracted there remains $22¢,445 representing the 
estimated annual net earnings of the business available 
to the omers thereof, which is equivalent to 15.3 per cent 
of $1,700,000, which is, in the opinion of the Engineers, 
a fair minimum value of the property and business of the 


Division at December 31, 1958." 


THE CHAIRMAN: May I ask you to pause there, before 


we get on to a point that might have nothing to do with this. 
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I see you provide for $125,000.00, is it not, for increased 


expenditure in connection with gathering lines and the like? 


A Nes) MSL. 

Q In the year that is to come? 

A In any year. 

Q In any year, yes. Have you sét dpposite that in any way 


Or anywhere, you may come to it but I think not, that when 
they have to put down more gathering lines for new wells 
that the through-put will be increased and they will get 
ereater, orofits? 

és No, sir. The through-put will not be increased, in my 
Opinion, unless the market in the Prairie Frovinces for 
erude increases beyond the figure I consider likely. 

You see, these Provinces consume about 17,000 barrels of 
erude oil, or their products, a day. Until that market 
increases this comsany'’s system Will not handle any more 
crude unless the crude is exported from the Province, 

E go on to say here I do not believe that is feasible at 
the present time. I think I have pointed out that as we 
drill more wells in Turner Valley, unless the market for 
this Province increases, the result will be that a smaller 
amount of oil is taken from each well, That is an obvious 
fact. Does that answer your question? 

Q You say then that these new lines we put down will be 
necessary to supcly the present market and no more? 

A Oh, they would be able to suncly more. But because these 
wells now are pro-rated to some extent, as We drill more 
wells they Will have to be still further pro-rated because 
we have more possible potential available for pro-ration. 
That is, let us assume our wells were now being pro-rated 
25%, and we doubled the number of wells, naturally it 


would take just half as much from the existing wells as we 
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are taking now. It means further pro«ration unless we 
increase our market. 
Yes, I see. You are working on the basis of the same 
volume of through-put throughout? 
For the next two or three years. It happened when I was 
here in May I discussed that situation with people here 
whom Ll thought might know what the facts were, and they 
gave me &@ figure of 15,000 barrels a day from this field 
as being, in their estimate, a reasonable likelihood for 
the next few years on the average. You see, some 
oil is imported from the United States still, in the form 
wf Une, tauvscnee product. It happened when I was here in 
December I heard testimony that confirmed this five anda 
half million barrels a year as being the likely average 
for the future. It hapnened in 1938 the Division handled 
about six million barrels. Whether that six million barrel 
through-put will cihgaocttasees in 1939 I do not know. It 
depends on many things. What Il am using nere is my estimate 
of the normal average demand on this system for the next 
two or three years, five and a half million barrels. 
All right. | 
Will I go on with the report and repeat what I have been 
telling you verbally? T will skip over that. 
THE CHALRIIAN: You were going to read a statement? 
Yes, I will read the statement. 


Mi -- This is expressed in statement form 


as follows! 
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"Annual Gross Revenue $858 , 000 


Operating ixpenses and Property Taxes S11, 500 


Balance 546 , 500 
Provision for Increased Annual Costs 
of Construction and Operation 135,000 
Balance $421 , 500 
Provision for amortization of Capital LoL. L386 
Balance $290,314 
Frovision for Dominion and Provincial 
Income Taxes LG BOO as 
Balance - Net Income $226,445 


equivalent._to a return of 13.3 per cent. 
_ Return Must Be Commensurate With Risk _ 

On the face of the figures go far discussed 
this estimated return of 15.3 per cent on the minimum 
value of the property and buSiness at December 31, 1938 
might appear somewhat exoessive when compared with the 
lower rates of return allowed by regulatory bodies on 
public utility properties serving electricity and gas. 

In the opinion of the Hu eae however, this return is 
fully warranted and justified by the risks inherent in 
the oil business. 

In the United States, tariff rates on pipe line 
systems serving isolated fields are commonly calculated 
to return the investment in about three years. In the 
particular case under discussion it must be realized 
that there is no guarantee that the Division will handle 
5,500,000 barre’s of crude oi] and naphtha annually, even 
though this volume of business seems indicated for the 
near future. 

The Prairie “rovinces of Canada are able to 


consume the products of approximately 17,000: barrels, of 
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erude oil daily, of which all but negligible amounts were 
imported, principally from the United States, prior to the 
discovery of oil in Turner Valley in 1936.. Tho advent of 
Turner Valley crude caused crude imports from the United 
States to practically cease Within two years. By the same 
token, if oil is discovered in Alberta in any of the 
several tests which are now under way, the available market 
in the Prairie Provinces will have to be divided between 
Turner Valley and the production from such new discoveries. 

It is not now economically feasible to transport 
Alberta crude to the Pacific Coast or to the Great Lakes,,. 
na is there any need for Alberta crude in the United 
States where a condition of over-production of crude 
eurrently exists. it. follows, therefore; that any \eenge 
discoveries of crude oil in any of the Prairie Trovinces 
will have an adverse effect on the earnings of the Division 
for the reason that its costs sare largely fixed in dollars 
and are thus to a great extent independent of the amount 
of oil handled. . 

To site a eoncrete case of a parallel nature, the 
Engineers in 1934 constmucted a pipe line and crude oil 
pumping station for a client in the state of Montana, 
whioh facilities were usec in transporting Montana crude 
Oil into southern Alberta. In addition to the work done 
by the Ingineers, the client himself constructed a 
gathering system of substantial size together with at 
least ohe oil storage tank of 80,00C barrels capacity. 
Within three years after these facilities were put into 
operation crude oil was discovered in Turner Valley and 


importation of Montana crude into Alberta stopped. These 


facilities are today idle. 
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During the year 1929 the Royalite O11 Company 
laid -5 miles of 6-inch trunk pipe line between Turner 
Valley and Calgary in a loop with, and paralleling, its 
then single 4-inch trunk line. This loop line was intended 
to provide for the transportation of the larger volumes 
of naphtha which the Company believed were to be mwoducead 
in Turner Valley. The large volumes did not materialize 
and the loop line was never used for the purpose far which 
it Was built, bat was taken up in 1932 and the pipe used 
for other purposes, resulting in a loss to the@ ompany 
represented by the costs of installing and rec..aiming 
this 15 miles of 6-inch pipe. 

While it is not intended to imply that risks of 
similar magnitude apply to the construction and operation 
of major trans-continental trunk lines, such as the systems 
extending from Oklahoma and Texas to the Atlantic Seaboard 
of the United States, it must be pointed out that recent 
discoveries of extensive crude oil reserves in the State of 
Tllinois have seriously interfered with the traffic and 
earnings of several of these lines. The production from 
these new Illinois fields, discovere@ within the last two 
years, is located so much closer to many large refineries 
in the eastern States than the mid-continent crude formerly 
used, that not only is this crude, to the extent of nearly 
100,006 barrels a day, replacing mid-continent crude wht & 
was formerly transported east by trunk pipe lines, but the 
trunk pipe line» have had to reduce their tariff from the 
Ti) ere fields to the eastern refineries on such oil 
as they still transport from the mid-eontinent. 

All of these experiences clearly indicate the 


necessity of a greater margin of possible profit in the 
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gathering and transportation of crude oil than would be 
considered proper today in the public utility business as 
that term is generally understood, 
Pipe Line Earnings in the United States as 
Reported to the Interstate Commerce Com- 
Mission for the years 1936 and 1937 

In the United States pipe line companies are 
subject to the jurisdiction of the Interstate Commerce 
Commission if they are common carriers engaged in inter- 
state transportation of oil by pipe line. 

In 1936 there were 52 companies which reported to 
the Commission. The Commission's Bureau of Statistics 
has published Statement No. 3734 entitled ‘Selected 
Financial and Operating Statistics from Annual Reports 
of Pipe Line Companies, Year ended December 31, 1936". 

While most of the pipe line companies reporting 
are larger than the operation under discussion here, there 
are three companies, the Arkansas Pipe Line Corporation, 
the International Pipe Line Company and the Toronto Pipe 
Line Company which are somewhat comparable in size and 
scope of operations. The Arkansas Fipe Line Corporation 
operates in Texas and Louisiana, International Pipe Line 
Company in Ifontana, and Toronto Pipe Line Company in Texas 


and Montana. Thesé companies reported for the year 1956 


as ToLilows 


Tnvestment Pipe Line 
in Carrier Operating Overating Operating 
Name Property__._- Revenue Expenses Income _ 
: Arkansas F'pe Line 
Corp. 41,205,275 $ 687,161 $ 250,853 $ 501,20 
International Pipe 
Line Co. 462,929 354, 196 137,548 167), 02 


Toronto Pipe Line Go. 724,636 543,695 234,447 246 ,95 
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Personally, I built two of those properties out of the 
three. 


" The percentage of 'Investment in Carrier 


Property’ represented by ‘Pipe Line Operating Income' of 


the three Companies for 1956 is, by computation, as follows: 


Arkansas Pipe Line Corp. 41.6% 
International Pipe Line Co, 56 .1 
Toronto Pipe Line Co. 54.1 


To the lingineers' knowledge these companies are 
ali engaged in operations not dissimilar to that. of the 
Division. The ratio of pipe line operatirg ineome to 
investment as shown by these companies for the year 1936 is, 
therefore, fairly comparable with that which will be shown 
by the Royalite's Pipe Line Division when operating at its 
present indicated amnual rate at che present tariff oa 


15 cents per barrel. 


For the year 1937 these companies reported as 


follows: 
Investment Pipe Line 
in Carrier Operating Operating Operating 
Name _rroperty Revenue. _Expenses _Income 
Arkansas Pipe Line. 
Corporation $1,246,890 $882,085 $238,187 $ 454,780 
International Pipe 
Line Company 485 , 856 302,554 131,070 124,994 
Toronto Pipe Line i 
Company 690,325 363,805 187,189 139,083 


~ 


Percentage of ‘Investment in Carrier property' represented 
by 'Pipe Line Operating Ineomet .- calendar year 1957 - by 


computation are: 
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Arkansas Pipe Line Corporation 36. 5% 
International Fipe Line Company ear 4 
Toronto Pipe Line Company (A) 19.6 


Note: (A) This Company's operations in Montana were 
adversely affected by the discovery of the Turner Valley 


Oil field in Alberta." 


MR. COMMISSIONER LIPSSTT: Are those all independent 
companies, Mr. Hill, or are they subsidiaries of other 
companies? 
I will tell you what they are. The Arkansas Pine Lire 
Corporation is a subsidiary of the arkansas Natural Gas 
Company. It in turn is a subsidiary of the City Service 
Croup. 18at is’ it is a City service company. ~ The 
International Pipe Line Company is, I believe, owned 
substantially by the Texas Corporation. The Toronto 
ripe Line Company is a subsidiary of the British American 
Oil Company. 
That Toronto Pipe Line Company, does it transport oil for 
the British American? 
The Toronto Pipe Line Oompany operates a gathering system 
in the Hast Texas oil field, where it gathers oil from the 
wells of the British American and other companies, from 
whom the British American purchases, and delivers that 
oil into the main trunk line going to the Gulf, which is 
not owned by the British American. That is a gathering 
system like this out at Turner valley, almost exactly, 
It also owns this property which I am very familiar with, 
bec2use I built it. the property in Montana. That isa 
gathering system which takes crude from a considerable 


number of wells in the CGutbank Oil fielc and gathers it 
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at a station at Seeba, Montana, and delivers it 26 miles 
to the International Border at Sweet Grass. That is the 
property which was shut down by the Turner Valley oil 

£ xed. ds 

TH: CHAIRMAN: What rate per barrel are these 
companies allowed for comparable distances? 

The Toronto Pipe Line Company, I know that rate, is 15¢ for 
gathering and transporting 26 miles. I will give you the 
tariff number. 

MR. NOLAN: 46 and 357. We will send for that. 
These tariffs are all published. 

Very good. 

DR. BOATRIGHT: Is this what you want? 

IT think they may be in there. The arkansas Pipe Line 
Corporation Tariffs. C., C. No.4, rate, from  Castormstation, 
Texas, to Shreeveport, Lousiana, transportation charges 
74¢, gathering charge 5¢, a total of 12$¢ per barrel. 

THS CHAIRMAN: And the distance? 

Approximately 50 miles. 

50 miles? 

Mesto oil. 

MR. COMMISSIONER LIPS&TT: How long has that line been in 
existence? 

THevewas built in 1951, ‘sir. 

19317 

Yes, siz. 

Yes? 

The Pnanavi onal Pipe Line Company Tariff I. 0. 0. No. 8, 
from wells within the territory of the International Pipe 
Line Company's gathering system in the Cutbank, Glacier 


+ a or a as +e ‘ € yi y ¢ + 
Gounty, Montana field, to  Weet Grass, Montana, International 
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Boundary. The Tariff is 1é6%¢, including both gathering 
and transportation. That system substantially parallels 
that of the Toronto Pipe Line Company, which is the other 
system that I have reference to here. It is not quite 
parallel, the wells are a little differently grouped, but 
it does the same service. 

and you might, perhaps, have the distance? 

ht is about co miles. That is correct, within a very isiprt 
distance. 

Q And to completes the information, when was that International 
Pine bus Ge? 

A That line was built, I am going to make a guess at this one, 
ET would say about 1930. It might have been prior to that. 
Po30Mor 1929 possibly,* The Toronto Pipe’ Line, *l.woune. 
DaruiliNo. os. Looe Origin is wellsrwithin: the territory 

of the Toronto Pipe Line Company's gathering system in 
Cutbank, Glacier County Montana field. Destination 
Sweet Grass, Montana, International Boundary. Porat & 
includes gathering and transportation and is log. That 
line is exactly 26 miles long. 
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Built about when? 

Built in 1954. Now my next paragraph, in fact you 
Willi woe islad 4o-heaf the final one@ssa<s 

Perhaps you will give me a little further information 
before you pass to that. Do you know the quantities 
of through put of these particular lines? 

No, I do not. I ean only guess at that from the size 
of the line. I do know what the Toronto through put 
was when I was running it. I ran it for about a 
month and at that time we were handling ebout 4 000 
banvels, through.e single’ S inch line. 1 am Boing 

to guess at the Arkansas, and I won't be very far off, 
because it is an 8 inch line. I-am going to guess 
20,000 barrels. 

Nie eh Ae As far as the Toronto pipe 
line is concerned, i:r. Harvie can get us the precise 
figures? : 

I built that line and I happen.to know it i# 26 miles 
long. 

But the through put? 

Yes, he can get that. 

eee Gne LRA: Did you say 36? 

No, 26. 

Have you any ides about the International? 

I cannot sey about the International. I hve no way 
of knowing. I world judge it would be around § or 4 
thousand barrelse I may be able to get it. 


eee. Lys I think +6 might get that from 


Dew kt Eke 
the Texas Corporation. It is a wholly owned Texas 
Subsidiary? 
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Me. HArvie: Am I to understand that 

we will be askeacd to supply that information? 

itera ub tenedsin the. I.¢.C... 

PD Cas ictal Wo If you will ask Toronto to 
send us those statistics. 

Veemtiee nt seu 1t Trom the 1.0.C., book. 

Another publication of the I.C.U. will show the through 
put: 

That is the one i quoted from when I gave those invest- 
ment figures. That is where I think well I am 3ure, 
VOU. Lind Lt. 

If you have that booklet by the way, that statement 

No. 456 and 37, thet is what you mean? 

I do not have it but I am sure that the Koyalite has 


it. I did not bring mine with me. 


TH CHAITRMATs “iit you £6t Us. that ti. 
Nolan? 
PES VNOLATES Yes, my Cords Lt meres 


LE wWaleopring it, 


"Comparable Gathering and Short*t:ul 
Transportation Tariffs in the United States. 


AG 


Published tariffs for the gathering and short-haul 
transportation of crude oil in the United wvtates under 
conditions fairly comparable with the Division's oper- 
ations, show for the most part a gathering charge of 
5 cents per barrel and a transportation charge of 10 
cents per barrel, a totel of 15 cents. lirrone: ox 
two oases the charges depart from these figures, the 
gathering charge in some cases being as high as 7.5 
cents per barrel, but as an averegse the tariffs under 


comparable conditions of haul will be almost exactly 
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15 cents per barrel, which the Division charges 
for the combined services of gathering, transpor- 
tation and storéege." 
Now in arriving at tht conclusion, I checked perhaps 
a dozen Texas tariffs into Baytown, Texas, from the 
Surrounding oil fields. These tariffs are published 
by the Humble Pipe Line Company. I also took into 
account the three tariffs which you asked me about, the 
Toronto, International and Arkansas. 

Q THE CHAT RAMAN: Before you proceed, you spoke 
of some pamphlet, by numbers, just what is that? 

A Aetarii(. 

Q Yes* 

A CoG ale ok Nie Qe Wee aca ee eran 

Q. ervaritt fou up for the year? 

Be NOs a-tariff s- here is a "tariff. 
WR. NOLAN: We intended, through this 
witness, iir. Chairman, te suggest to the Cokmission 
what might properly be contained ina tariff. That 
has been drawn by the officials of this Company, with 
the advice and assistance oi Mr. Hill. It seemed to 
us, perhaps, as he was here and we were doing this 
sort of thing it-might be-of-some-easststarce to me ~ 
Gomnission to see what provisions are in tariffs 
opmiiis kind. “Theyiconsiste. asranryheyuct tH. 
things, rates and the regulations, and with Mr. Hill's 
assistance we intended to bring before the Commission 

soma of the clauses which, in our opinion, ‘should 

properly be included in such a tariits. It includes 

as I say. a rate and regulations. It is not just the 


rate that is charged. There are regulations pertaining 
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to the delivery of oil, which are common to all 

these tariffs, and in case that the Commission did 

not know what these regulations were, or no evidence 
was forthcoming as to what they were, we thought it 
might be of some assistance to bring it in this way, 
and we have dpne that. I propose with your permission 
to ask ir. Hill about these clause® that are put into 
this suggested tariff, and its regulations’? 

I was proposing to say to the Commission what you said, 
that a tariff comprises the rate - comprises first 

a description of the facilities. That is it sets out 
the, origin point or points; the destination point 

or points; the routc, with a description of the — 
Carrier facilities, through which the oil is trans- 
ported. 

I think what the Chairman really meant was, is there 

@ book of United States' tariffs that might be 
produced ‘here for the Beate. of the Commission? 

We have that. That is that book. 

There is that one dated May, 1947. It is known as 
the Interstate Commerce Commission Tariff. 

MR. FRAWLGY: It’ is just the 1ist of tariffs 
filed with the I.C.C. 

They are more or less of 4 digest of these tariffs. 
Tasomer cases, I think, you wu. find a full tarigg£ 
there, where it is 3 new one. 

A digest of the pire line rates of the crude petroleum 
oil on file with the Interstate Commerce Commission, 
publisied by The Natural Petroleum Association, Munste 


Building, ‘ashington, D.C. 
MR. NOLAN: It doss not follow that those 
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tariffs noive received the approval of the Interstate 
Gommerce Commisstian? oe 

v) They have been posted, and unless - I may be wrong here - 
but unless there wes an exception taken to the tariff 
it is posted and becomes effective a pertain date after 
it is posted, unless it is pHa aneeas Then in tha t 
case the Commission hoars the evidence on the basis 
of the tariff, assuming of course, that is a tarare 
over which the I.C.C., has jurisdiction. ae 

Q So a volume of this kind might be of assistance, and 
I have one which I have sent for and which we will 
file with tne Commission, with its permissi on. 

q MR. FRAVLGY: Without getting too scattered 
about. The Interstate Commerce Commission, I presume, 
Gould have no: jurisdiction over that pipe line which 
the Texas Company owns, running from the Cutbank field 
to its refinery at Sunburst. ‘The International Pipe 
Line Company? | | 

A. I would say not, unless the Texas Company chose to 
submit that tariff to the 1.C.C. 

Q And the sane would apply to the Teese pipe line, 
running from Cutbank to Sweet Grass? 

A I would take it that.tariff would be under the jJuris- 
diction of the Tariff Commission of the State of 
Montana... 

Q It does not follow at all that these tariffs which 
have been filed with the Interstate Commerce Commission 
and have been subscribed to by them after hearings such 
as this one? 

A No, because in many cases they have not been protested. 


& Some of them are pipe line tariffs, if we might oall 
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them that, which are nots uscd excepting to transport 
the oil of the parent company. 

A Yes; that will be so. For instance the Toronto. 
Lt em not sures about the Toronto. I say "Yes", 
because I assume that is so. I believe the Inter- 
national carry its own oil. The Arkansas, I think, 
carried most of the oil going to the other refineries 
in Shrevesport. But there are undonhtedly many 
tariffs that carry only oil of the posting company 


or some purchasing affiliate of that company. 


(Go to Page #499. ), 
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at The three pipelines which I know of in Montana, the 


Toronto Pipeline Company, the International Pipeline 
Company and that small line which Imperial owns which 
runs from the @uvine Sunourst field to Coutts? 
A That is the Montana. 
Q The Illinois Pipeline Company? 
A The Illinois. 
Q- It is a small Imperial subsidiary, now those companies 
carry, aS I understand it, only the oil of a given 
company? 
A Now I Gannot say. I would not want to say about that 
because J do not know what happens to that oil after it 
gets to the border except in the case of the Poronto. 
MR. FRAWLEY: Now ire Nolan was-saying some-~ . 
thing about filing a tariff and_anything whith Mr. Nolan 
wants to file, if the Board thinks it would be of use 
it may certainly be filed but I was wondering if I should 
not state my position now with respect to what I conceive 
to be the duty of the Commission in connection with its 
pipeline rate and it might save some time in filing a 
whole Schedule of regulations which my friend himself 
called them, I at least conceive it to be the duty af 
the Commission to find out first what an adequate and 
reasonable cost to the Royalite Oil Company of transpor-= 
ting oil through its pipeline is and I say then that that 
consists of three main things, the operating charges, the 
amortization charge, - certainly what Mr. Morrison submits, 
it will serve my purpose at the moment, and a fair return 
upen the money. hen I say that that automatically be» 
comes the fair and equitable rate because when the rate of 


return is writtem into these other costs, then the costs 


——~———become-the rate. Mhen as I conceive it_the duty of this 
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Commission ceases because after all the Commission is not 
the Public Utilities Board of Alberta. That Public Utilities 
Beard is still there ana still functioning. The Pipeline 
act. of this Province gives that Board the jurisdiction to 
fix pipeline rates and that has never been taken away from 
it. Presumably of course no application would be enter- 
tained at thea moment while this Commission is functioning, 
although conceivably it might very well be, and so I say 
all this Commission has to do, and I am trying to press 
its duties into something reasonable, and still competely 
discharge the duties of the Commission, I say what this 
Commission has to do is to fim the fair pipeline cost as 
of today anc under these conditions, and turn that into 
the rate, by allowing a ‘air rate of return on the money, 
and that this Commission has no need to and. . should not 
in my submission projects itself into the future to ascertain . 
what will happen to the business of this company during tte 
next six, nine, twelve months or two or three years and if 
the rate which this Commission should fix, be say 1p cents 
or something less or something more, and within two or three 
weeks 'or two or three mowths'time, due to intervening causes, 
i then becomes unfair or in any sense improper, this company, 
or the users of the line, san go to the Utilities Board and 
have another rate fixed. 

Perbaps there ig no use of me to make all that statement 

at the moment but I thought it might be useful for me to 
make it so that my fuiand and his witness may have that 
view before them and Shas important of course that the Com 
mission should have my view about it. That is what I ¢cen- 
ceive to be the duty of the Commission so I do not know 


whether it is of any value to the Commission to know what ° 
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3 
these Schedules are that usually go along with the 
posting of the piveline rates. 
MR. NOLAN: TI am quite aware that this 
Mmajter hes 19% been taken away from the Utilitiss CGom- 
mission. .» of this Province but I am also aware of that 
fact that there is tke possibility that that can be 
done and I may find that there is a rate fixed for my 
Company, not perhaps by this Commission but by legis- 
lative action which, in that ovent, then to all practical 
intents and purposes becomes the rate here: Now I con- 
ceive this to be my duty not only to my client but my 
duty to this Commission to bring before it everything 
which may be of assistance and it seems to me that if we 
are to find eventually that the reported rate of this 
Commission becomes the rate for this Company, it is im= 
portant for my purpose at least to have before the Com~- 
mission that kind of thing which is attached to the rate 
Which is being fixed for the pipelis company. fo put it 
simply this may be my last opportunity of bringing such 
evidsnee to the regulatory body. 
THs CHATRWAN: Well iir. Nolan I do not think 
that we would feel justified in excluding any evidenoc 
which you think may be material. what weight we. attach te 
4t+ or what we do about it ig a matter for us in the future. 
We will receive it, 
Mr. NOLAN: Thanks « 


WITNESS : This page 2°. °s I have already 


Boid, repents we slogsifiesgtion that I had already given, 


the summary which i had already given. 


THE CHATVA N: Tg it necessary, do you think, 


gentlemen, or desivatle shat these figures should all be 
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~ead by the witness? 


MR. NOLAN: Well to avoid the necessity of 

it, if it can be avoided, we have made this. report -sarceeesible 
to my friend ald tou hits advisers. 

THE CHALhAN: Of course I am assuming that 

out of your ten copies you have supplied Counsel with 
copies? } 

MR. NOLAN: | ie did the day before yesterday, 

so that consideration might be given to the values of Mr. 
Hill's of th:osd particular <items, and I am hoping that 
there is no difference of opinion. I am not suggesting 
that our basis is acceptable to my friend, Mr. Pabvitie y) 

but. that the actual valuations that have been come to | 

will be acceptable, in which event there will be no. 
necessity now or at any time to go into these aatters 
item by item. After all it is merely the particularity, 

it is only the particulars of the report. 

THE CHATRMAN: I did not mean that anything there- 
in contained should not be examined nor qid. 7 mean that there 
should not be critical corss-examination upon ite “Eo was’ 
just wondering if it was of any advantage if having this 
witness read these out Loud. The Commission of course will 
read it. Counsel and his advisers no doubt have read it. 
and if they have not Prapueneana but if anyone wishes the 
Witness. to: read all of these figures of course he Must » 


but we need not put him to mdless trouble unless it iw 


desired. 

Re NOLAN: No. L thin: vnat is -the’ proper 
COUrse. 

WITNESS: Pages 29 to 58 inclusive simply 


contain the detailed price inventory of all the items in 


the property. 
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THE CHAIRMAN: Yes I understand. That is 


satisfactory, Mr. Frawley to you? 


MRo FRAWLEY: Yes... DY) Lord’. 

MRo HARVIE: I have not seen the report, 

my Lord. 

MRo NOLAN: I am sorry you did not get your 
COpye 

MR. HARVIE;: I can borrow Mr. Nolan's. 


think, gentlemen, hereafter it 


et 


THE CHATRM AN; 
must be borne in mind that we have reached a stage at 
which Mr. Harvie representing the British American is an 
interested party and extra copies of everything should be 
provided for him. 

MR. NOLAN: I have now furnished Mr. Harvie 
with & copys 

TH CHATRiWA N: All right, Mr. Nolan. 

MAJOR LLIPSETT: Thia page 29, Mr. Hill, is that 

a summary of the various accounts from page 30 to page 58? 
Et is. 

Just summarizing then? 

Just summarizing them. I+ includes everything except the 
statement of my allowance, you might say, for gsing values, 
whieh when added to the figures here makes a total of not 
less than $1,700,000.00. 

You tell us that page 29 is an exact copy of page 12 whieh 
you have read? 

It is, that is the page which I was 1+. >rring to a moment 
AZO. 

MR. NOLAN: Ane the succeeding pages, Mr. Hill, 
are Simply a breaking down? 


They Ree an itemized list of the company's property by 
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description. kind an@ class, and prices as LI have 
described. | 

Q Yes, in great detail? 

A Yes. 

Q Now ,-hre Hill, I observe in this report--~ 

Q THs CHALRIMAN : ixouse ms, I take it there is 
not ning, unere is nothing to be found in pages 29 to 58 
other than the details of that which the witness had ike 
viously xead? 

9 WR. NOLAN: Now, Mr. Hill, is it clear that 


the report which you have read to the Commisston containg’ 
all the material and that pages 29 to the end of the report 
page 60, are the particulars of what is contained in the 
report itself which you have today: read? 

P| That i8 correct. 

Q There igs no new material in these later pages to which the 


attention of the Commission should be drawn by you now? 


A No, there is not. 
THE CHALKMAN: That i8 what I wanted. 
Re. NOLAN: Now, Mr. Hill, I observe in this 


report that you uged the sxpression-+= 
THE CHATRWAN ; The witness has had Quite a time of 
it and I think we will take a five minute's recess). 
WITNESS: Thank yote 
(A FIVE MINUTES RECESS WAS HERE TAKEN). 

a MR. NOLAN: bir. Hill, I ovserve throughout 


your report that has just been marked as an exhibit 


in this case that you used the expre: ‘run "by the 


Engineers" and “the Enginscrys " what does that mean? 


A Well that ig an editorial "we". As a matter of fact IL 


did this job myself. 


Q And the inspections which have been made and the valuations 
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which are contained in that report are your inspections 
ana your valuations? 

Yes. 

Made as a result of your own personal examination into 

the property? 

Yese | 

Now, Mr- Hill, turning to the report just for a moment, 
particularly at page 6, I sce you have there a heading 
"Age of Property" and you say that they are new or subt= 
stantially so, to elaborate that just a little bit you are 
referring there to the percentage cf new property as 
against the percentage of old, are you? 

Yes. 

And I think you have mentioned in passing, to the Chairman, 
those figures--+ 

60%. I mide an analysis of my classification of property 
by accountisand found that roughly or very closely 60% of 
the valuationshad been. toc dollar value has been in- 
stalled in the years 1937 and 1938. I would say that 75%, 
now this if not an exact check but I think it is very 
close, 75% would have been installed during the past five 
years and 25% of the dollars bask as far as, over the years 
back as far as the year 1925, 

snd in a word what would you say as to the condition of 
those properties, their physical condition? 


They are ina very high state of main’ nance and uniformly 


in very good physical condition. 
Yes. Now when we some to the question of your land val~+ 


uations which are to be found on page. 9 of the Exhibit 96, . 


where did you get the figures for valuing your land? . 
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There are two kinds? 


Q 
A I uged my own judgment on the lots. 
Q Yese. 

A I discussed the price of the land, use.of the Landita the 
Turner Valley field, that is the surface rights, with 

the land man of the Royalite, I cannot remember. his 

name » 

The land man? 


The land man, yes. 


Was his name Bird? 


& © & gp 


Yes, and after talking with him I decided ta -use the figure 
of $35 an acre as a reasonable to~day's cost of that 
acreage in Purner Valley that the company uses. The 
company owns the surface rights. Mr. Bird told me as a 
matter of fact it is very difficult at the present time for 
his compatly to purchase any surface right in and around 
Turner Valley, that to-day where they needed surface 
rights they had to lease them at rentals which were 
uniformly high; I think he said that the rentals ape 
proximated $50 an acre and of course if you capitalize 
that sum you get an absurdly high value for the land. 
He said in fact a number of years ago they had bought 
Similar land for $35 an acre which was the latest going 
price that he knew of so I used that figure as applica 
ble to these 22 = 9/10ths8 acres of land. 
Q Now when it comes to the question of the appraisal of 

the pumping stations.what had you to assist you there? 
ad I had the total and detailed cost of the stationsfairly 

complete. My own estimate checked those very closely. 
I think that in the total of the three stations I wouldl 


check the book cost within 2% with the exception of 
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Btation no. &, where my estimated cost is some $16,000.00 
higher than the book scort- I dug into the books t find 
out why and found that there were twe large pumps at that 
Station which were on the books at $1.00 eache Those 
pumps as I recollect cost currently some 4 or 15 thousand 
dollars so that accounted for that difference. 

You mean the two? 

The two. So that accounted for that discrepancy, other~ 
wise my estimate cn the three stations checked in very 
closely with the company's reported book cost. 

So that is an instance where there wore two pumps oarried 
on the books at $1.00 apreus 

Yes. 

To which you have civen a value of somr 15,000 dollars? 
$15,000, well I can tell you exactly, well yes, I can give 
it to you fairly closely here, I gave the tw pumps a new 
value of 17,900.00 for tke two of them, because that is 
what two pumps just like them had cost a few months before 
but that price includes equipment, gear guards and v-belt 
driveea and what not, whieh were not inoluded in the 
follars so that EI would say that I probably added 15 or 16 
thousand dollars in my appraisal for the two dollar book 
value of those pumps, 

Now the field gathering pumps, how did you arrive at your 
appraisal of those? 

I sent out price inquiries to the principal makers of 
those pumps in New York, their exports department and got 


their prices for such of those pumps a8 they could iten- 


tify, most of them. 


Yes. 
I got the export prices and added the duty, excise taxes 
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and made no charge for the first, on the basis that 
to-day the company could buy the pump on that basis, 
although they are quotea in Calgary at considerably 
higher than that. 

Yes, 80 your appraisal would be higher than the bnoks? 
Pyao not (know ,iT would not Easae Meine L aid not 
check the book figures on those old pumps. The new 
pumps, amounting to akous half the total, I used the 
company's recent invoices, they had just been acgired 
during the past two months and Mr. Coultis got me the 
invoice ang { used those prices. 

Now so far as the tanks are concerned, what have you to 
say about those, in addition to what is in the report 
itself? 


The price I have used for tanks includes the tank itself, 


he foundation for the tank, that is the clearing of the 


ground and the levelling off of the ground to receive the 
tank, the firewall around the tank, the foam system, the’ 
foam chutes inside the firewall, the swing suctions if 
there any and there are some on some of the tanks and the 
painting. I got the prices on the bare tanks through 

the company, from the Calgary representative cf; ea dt 
recollest it, the Manitoba Bridge Company and to those 
bare tank prices I added what in my judgment was a fair 
figure to cover the items which I have just mentioned. 

Do you know how your appraisal compaics with the book 
COStS? 

I think it is not far from book costs, there might be a 
little difference. One cf the tanks that was bought by 
the ecmpany or asqmired by the company from the former 


Regal Refining Ccmpany, that was a very large tank, the 
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nat 
most expenbive tank the eompany has and I believe that 
tank was bought on almos: a serap basis, it was taken 
down at Calgary and moved to Turncr Valley and it waa 
there completely rebuilt and on that account I would 
expect my appraisal figure might be higher on that 
particular tank than the company's books. Otherwise T 
would not expect much difference in the totals. 

Q Yes. Ncw as to the trunk pipelines themselves, what 
about line number 1, would your appraisal there be higher 
or lower than the Company's book cost? 

A I would expect it to be slighly higher because that line 
was built in 1925 vy a contractor who at the same time 
was building the 12 inch gas main of the Calgary Gas 

Company in from Turner Valley and he put that line, the 
4 inch naphtha line in as it was then, in the same ditch 
as the Gas line. His contract price, I happen to know 
the contractor and know about the deal because I was up 
there then, the contract price was 17¢ a foot but he 
didn't have to dig any ditch or do any back filling. He 
just put the one line in with the other and threw it 
in with the other and then back-filled the ditch. Now 
my estimate assumes that line to be in a separate ditch, 
as it now is, that is a number of years ago the company 
lifted that line and completely rebuilt it, that is,it 
cleaned it, painted it, that is coate? it and set it to 
one side out of tts proximity to the gas Iino, dug, 
you might say, a new ditch, it is on a shelf as a matter 
of fact in the old ditch and tuck-filled it 80 unless the 
company capitalized work which it did on thas line over 


those yoars I would expect that my reproduction estimate 
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would be somewhat higher than the actual cost of the line 
in the first instance because of the fact that the con- 
tractor did not. have to dig a ditch for that line or backe 
1g US lida yn Ee ee rg 9 

Now what about the number 2 line? 

Number 2 line, I would also expect my cost estimate to be 
higher than the company's book costs of the line for this 
reason that I understand in 1929 the company acquired that 
line in place from the Alberta Pipe Line Company, I believe 
it was in settlement of a debt to the parent company and 
took that line over at. a figure which represented not much 
more than the salvage value of the pipe. The line was not 
suitable for the transportation of pil because it had been 
built with victaulic couplings, which are a rubber joint 


compression coupling. 


(Continued on page 2511) 
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Phe Company took that line. up out of the ditch; cut 
the ends off, took "he couplings out and rebuilt the 

| aes a weldod jine, eleened it and reconditioned 
it properly and then rélaid it. Now in the repro= 
duction costs estimate it assumes that that line had 
been properly built in the first place and if any 
part of all of that reconditioning cost has been 
eharged to the expenses in the past, it would follow 
that my estimated cost, estimated value of that Ko. 2 
line would exceed the Company’: book costs. 

Q £11 right, and then No. 3 line, how will that compare 
with the book costs? 

& The book cost of tio. 6 line would exceed my estimate 
be cause that line was built in the winter time , at 
least in part, and in my estimates © ane assumed 
that the construction would be done other than in 
the three or four severe winter months. 

@ ‘hat would you sey as to the field gathering lines 
generally, how would your appraisal compare with 
the book cost there? 

A It should compare almost exactly. 

Q And as to the other items which you have mentioned, 
Specifically, what would you expect would be the 
comparison >etween your appreisal and the book costs? 

A I would expect that if the book costs are complete 
thers should be little, if any, dirference. 

Q Now, Mr. Hill. in this report there is nothing 
contained in your appraisal as to the utilities? 

4 No sir. 

Now what do we mean by utilities? 


4 We mean the services of electric energy and water, 
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furnishing of sanitation, as sewerage, septic tanks, 
ane what not, the f rnishing of warehouse space and 
etorage and jachine shop facilities. Those services 
are all provided to this Division by the parent, that 
ls the Royalite Company, from its existing facilities 
at Turner Valley, which are not owned, and no part of 
it hes been trensferred to the books of the Pipe Line 
Division. | 

q And generally used with the others* 

b The service of these utilities is furnished, is jointly 
used by all divisions of the Royalite Oil Company, 
but they are not owned by the Pipe Line Division and 
secondly my appreisal covered only properties that were 
pointed out to me as being owned by the Division. I 
made no inclusion in my appraisal other than as a 
normal going value for the fact thet the Company had 
the service of those utilities without making any of 
the investments vtrich those utilities enteiled. 

Q In @ word, your appraisal does not reflect the capital 
COse OF Ciose ULILities: 

& It does not. 

Q But it does take them into considerstion in the going 
value of this pipe line operation? 

A It does. 

Q Now if you are wrong about incli iing it. as part of 
the going value, then am I right in suggesting to you 
that they would have to be put back as part of the 
capital cost? 

A There should be an allocation made, that is if this 
Commission or whatever regulatory body tht fixes *his 


rate base, does not see fit to allow any going value 
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for this Company on account of the fact that it does 
enjoy this service then it would seem to me that it 
must necessarily make an allocation of the capital cost 
of those utilities, and apportion some part of it to 
the Pipe Line Division for inelusSion in the rate base. 
Otherwise the Division would have to build its own 
utilities? 

Yes. 

Have you any opinion to offer as to what that would 


involve .in capital expenditure? 


‘eyes, 2b would, if the Division built, its own utilities 


in my opinion, they would have to spend between seventy 
and eighty thousand dollars to provide a minimun, 

to provide a minimum of facilities necessary. That 
would exclude any investment in electric generating 
facilities on account of the fact that purchase-power 
is available now in Turner Valley but it would inelude 
water, warehouse, sanitation and the other elements 

of service which I have just described. 

Is that all that you want to say about tile t? 

Detain that is-all. 

Have you any knowledge, kr. Hill, of the difference 
that exists in construction costs in the United States 
and in Canada? 

Yes. 

Will you tell the Commission about that? 

At the present time in. that is say in the Mid-Continent 
Cite tietds ior the United States, the .cost of pipe; 
fittings and valves, that make up the materials in 

the pipe line laid down, is about 60% of their cost in 


Oanade; that is their cost in Alberta, ;laid down,in 
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the Turner Vallsy field, the reason being that the 
freight charges fru. the United States' manufacturing 
centres to klbexda are extremely high, Canada imposes 
a tariff and there are additional eertain excise and 


other taxes, all of which go to make up this suh- 


stantial excess cost of materials over the United States! 


laid down price. For instance the cost of steel pipe 
in carload lots at Okotoks is approximately $118.00 

a ton in the size which go to make up this system. 
Binivar pipe can be laid down in most of the Unites 
States' oil fields at not over $70.00 a ton in carload 
lots, and very frequently for less. In buying oil 
company fittings there are very few Canadian manuvact- 
tirers, although there are some, but your country's 
goods come in from the United States and carry not 
only the dutyes and various taxes, but the freight 
rates. Wow in my estimate. did not,; on fittings, 

I did not include any freight on the assumption 

that there would be su2ficient fittings of the 

Lower .pressure Glasses bought in Canada at fwrer 
prices to offset the freight on the higher pressure 
fittings from thé States. but generelly speaking I 
think I can say that for materials there is a very 
Substantial difference against Alberta in construction 
costs. 

For labour there is in most areas of the United 
States a comion labour rate at the present time which is 
from 40 to 50 cents an hour, I think 45 cents an hour 
is a feir-average. I,consider that. that is not 
materially different fron the present common rate of 


wage in the Turner Valley field. so the labour is about 
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the same. 
Waterials are substantially higher. 


Now to turn to anot x subject for a moment, Ur. Hill, 


9 


it was said in evidence yesterday, by Dr. Boatright, 
that if a shallower field could be found that its 
discovery would not stop drilling in this deeper field 
in-the Turner Valley, do you agree with that or do you 
not’ 

A Vell it would not stop it, no, because Sompanies whose 
fates were tied up with the deeper fields, they have 
their investment there, who have made heavy commitments 
for acreage and who have drilling obligations or 
whose refineries or other investments were close by, 
would continue to drill, but I think the discovery of 
ShallowSr fields, generally speaking, will result in 
cheaper oil and make it less profitable to drill in 
the deep fields. 


Vould it be fair, then, to say that it would curtail 


£2 


drilling? 


A That would be, I think a fair statenent. 
{The Hearing was here adjourned to be resumed at 10.30 


Ali. January 20th, 1939). 
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LDGsK G. HILL, having 
been recalled, examined by ivr. Nolan said: 
luke NOLAN: ire Hill, I think you were 
present at the time that Dr. Boatright went into a 
discussion with Counsel and with the Commissioners on 
the question of profits which had been earned by the 
company in the past, and stated that in his Opinion 
they should not be taken into consideration in fixing 
a rate for the future, you were here? 
I was here. 
Do yeu or do you not agree with Dr. Boatright's views 
on that matter? 
I do. 
Have you anything to add to it? 
No gir. 
You are in complete agreement with him on that point? 
I am. 
You heard his evidence? 
Byes a tafe 
Then, iir. Hill, we know that in May of last year you made 
a report which we call the "May report" which I think is 
Exhibit "97" and your other report is dated December and 
ig Exhibit "96", would you just give me in a word the 
mein differences there are in those two reports? 
There are differences in the appraisal due to twe primary 
causes, first, the inventory of the property, considerable 


property was added between way and Deember of this year, 
of last year rather. 


Yes. 
The unit prices vary ina somie oases because prices of pipe 


declined between May and December and in my December report 
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I have taken into account that fact. 

Yes. 

There were a few minor errors in inventorying and in 
pricing in the May report which I caught and corrected 

in the December report. 

Yes. 

In the May report I made an inadequate erates for the 
company's working capital. 

You made an allowance of how much? 

THE CHAIRMAN: An inadequate allewance? 

An inadequate allowance, 

Mik. NOLAN: How much did you put in? 

Less than 740,000, I cannot remember the exact figure. 
MR. FRAWLEY: 935,000. | 

MR. NOLAN: 935,000, and what have you put 
in the December report? 

$80,000. 

Te you know whether or not that is adequate or inadequate, 
that «©80,000 figure? 

In my opinion it is adequate. 

Yes. 

In the operating expenses estimate which I made in May I 
made no allocation of the company's general expenses or 
of their utility cost, that is the parent company. I om- 
mitted to do that and in the December report I have taken 
the allowanee for expenses as computed by the company's 
auditors, Price, Waterhouse & Company. 

At how much money? 

Well they, the Price, Waterhouse & Company computed the 
operating expenses of the first nine months of 1938 and I 


started with that figure in my December report and made 
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certain adjustements to it. Tn May I have no auditorts 
report of any kind to work from. I only had the first 
three months direct operating expenses as given me by 

the company withous audit. I made some adjustments to 
that as I say, they were not entirely complete, and in 
Way I made an estimate which is less than the estimate 
which I now make for the twelve months ended June 40th, 
4939. 

Just in the provision for the increased annual costs of 
Construction and operation in the May report? 

IT used $50,000 a year. 

In the December report? 

$1209,000'a year. 

Why that variation? 

Now, in the light of the company's experience in the last 
half of 1988 and my $50,000 aliowance is obviously ine 
adequate; that is also particularly evident in the light of 
their budget for 1939 for capital expenditure, so that of 
necessity I made a correction to reflect the inadequacy of 
my May allowance. 


Yes. 
MR. NOLAN: It will be necessary, Mr. Chairman, 


fer me to prove properly the budget for the year 1959 through 
a proper officer of the company bus perhaps I might be pere 
mitted now to put in through iwr- Hill the figure given te 


him vy the superintendent of the pipeline department for the 


year 1939. 
MR. FRAWLEY: You will prove it? 
MR. NOLAN: Yes o 


lik. NOLAN: Do you know it, Mr. Hill? 
Well I have here a letter from ur. Burns, the company's 


treasurer, giving me the details of the physical capital 


- 
.f 
, 
ae! 
log 
aA 
i 


res 

ee 
ey 
< 


: c 
ond 2 : 
~ : 
: f 
“ - 
e +e oe 
— ‘ — 
ead , 
oF or. a a 
ad ~4 
: oe &> 
. = 
E 3 ; 
- re 


. r 
oe 
‘ = 5 
ar axe 
< ro ae 
. 


a 
or bere 
fe = 
i Sue 
a éE 
She ~ = 
: , 
. bec 
igs 
“+ 
sc 
E - 
~ 
ne on 
= tag 
2a Pe on 


E-G.Hill -.2519 < 
budget for the year 1939. 
@ Yes ° 


A The budget amounts to $263,500.00, of which ~25,000,00 is 
a contingency allowance. 

Q De you agree that 925,000.00 should ve put in that budget 
as a contingency? 

A Weil I think that in any budget that is made for a year's 
expenditures should properly include an allowance for un- 
foreseen contingencies. It is guite common in budgett ing 
but that is the amount which has been included in this 
budget for contingencies, leaving §238,500.00 for definite 
items which I set forth in detail herve. 

Q And which we will have to bring properly before the Com=- 
mission as part of the evidence which it should have. Now 
Mr. Hill. you have used as a basis of your report Exhibit 
"96" what is called "replacement value" and that is ona 
theory other than the theory that ham teen expounded by 
Dr. Boatright and the auditors for the Commission which is, 
I understand it, is on the prinsiple of books cost, what 
have you to say ag to the relevant merits or demerits of 
those two theories, if they be theories, are they theories? 

A Well they are not theories. They are recognized methods of 
ascertaining a rate base. 

Q Thea what have you to say as to the merits or demerits of 
those two methods? 

A As far as the book costs are concerned, if the books co gts 
gre based on an accurate inventory of the property and the 
costs of the. the origienl construction costs or acquisition 
costa cf machinery fer instance and the construction costs 
of the plart, the original cost of construction of the plant 


and the actual asquisition costs. of the machinery items when 


“7; 


E re 
Z Si 
= : ; 
x 2 
= . 
say? 
S99 
‘ L 
as, 
rte me 
‘ 
ae 
Oe 
rn & 
5 > 
: 7 
a thle 
4? i 
re. 
es 


os 


a 


oe Ci’ 
. , 
Oe 
eS 


tie 


eas 
oe aoe 
wee or 
. 


4 
‘ 


1 
3 


Con 


- 4 % 
| s os as £ 
2 - 
: : = 
: ce 
| -t 
- . : : 
: . 
| pe 
‘ fo ae 
: * - - 
. , ae 
- c 
‘ 
; ; » ms . : 
: hy 
i ; 
fe 
at 
2 
re : 
. al ! , 
~~ £ 
é - - ; 


Maths Ht 11. ~ 2520 «= 


Originally acquired, if those are all set forth so as to 
give a true picture of book costs then there cannot be 
much difference between the sum total of all those book 
costs and any estimates, any estimates made by a com+ 
petent person, of reprodcution costs at a date certains 
The inventory will be the same. The costs, unless a sub- 
stantial part of the properites were built as you might 
pay pre-war, when costs were half what they are now, un- 
léss 4 substantial part of the property was built pree 
war, thére should be no substantial difference between 

a@ sound estimate of reproduction costs and the companyds 
books as of the same date. 

Q Yes. 

A In many cases the company, the books of gompanies par- 
ticularly of a division such as this, where its br aceee 
account was coupled for years with the parent company, in 
many cases the company's books do not reflect those costs. 

Q Why do they not? | 

A From improper bookkeeping, or the fact that certain items 
of property in the past might have been charged up to ex 
penses, the property is there, belongs to the company bt 
you cannot find any record of it on its books. Now just 
for those two reasons alone I think that any Commission or 
Court considering a rate basis should have before it as a 
guide a properly prepared estimate of reproduction costs 
which contains a complete inventory and description of the 
property which is involved. 

Another reason is this that, I think that it has been 
pretty well established in the United States at least, that 
any Commission or Court fixing a rate base must have before 


it some competent evidences of the value of the property. 
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In my opinion the book costs may or may not reflect the 
properties valued, much depending on hew the books were 
kept, whether all capitalization was all accounted for 


in the capital account or not. 


Q I remember you saying that two pumps were taken in at a 
dollar? 
4 That is just one indiceition of what I mean; those pumps 


are $7,000.00 pumps, they exist and they are doing their work 
every day but if you hunt through the books for those 

pumps you"ftine « Gollar. Now obviously these pumps are 
worth far more than a dollar and there is an example of 

where book costs, unless it is very critically scrutinised, 
Can lead one astrey. 

Q Will you say that, because this was a going concern it had 
anything to do with the propristy of reproduction costs as 
against vook costs? 

A Well reproduction costs and the book costs, either one of 
them would reflect the going concern vilue. The going con- 
cern value is something intangiovle, which attaches to the 
company because it is in operation, well staffed, ef+ 
ficiently operated and it has customers attached and it is 
earning money. 

Y6Se 

A Now I think it is perfectly obviouss th.t a business which 
4s established and has customers attached and his earning 
power, Whatever the earning power may be, is worth more 


than a collection of physical units ready to operate but not 


yet endued with life, you might say. Now that difference, 


intangible difference, is what we term the going value and 
I have tried to appraise it as a matter of my judgment. I 
think it exists and that the Courts or Commissions in at- 


temping tc fix the value of this property ina public ser- 
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vice must and should take into account the pa that it 
is a going business, earning money and not just a collecte 
don ef pipe, fittings, valves and pumps. 

Q And as a going concern, would it not have a value greater 
than the first cost of the value of its components parts? 

A Well assuming that it is efficiently operated and has 
customers attached and has a current earning pover I would say 
it would have very definitely. 

Q Yes, then there is the question of whether or not the life 
may never be realized, does that enter into your taking 
the reproduction theory or nethod? 

A The life of the field you mean? 

Q well I was thinking more of the life of the field as re- 
flectca in the life of the pipeline itself. 

A Oh I think, no, I cannot answer that question, yes or no, 
except to say that I do not think it makes any dffference. 

I think the physical property here will last as long as 
the field does. 

Q Yes, and you said yesterday I think just at the adjournment, 
that the discovery of a shallow field would not preclude 
drilling in a deeper field but might curtail it? 

A Yes, depending on the <cconomics of the situation. 

THE CHAIRMAN: ir. Nolan, before you open another subject, 
this going value of which this last witness speaks, let us 
understand it, is that whatris ordinwridy exlled "good-will" 
or what? 

Q MR. NOLAN: You say you have taken into con~ 
sideration the going value of this property? 

A Yes. Well I am not, I have not taken into account good-will 
because my understanding of good-will is totally different 


than going value, 


Q Now that is just the point, first of all, what is going value 
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in your opinion? 

A It is the difference between the value of a company, a 
commercial concern, in operation, efficiently staffed 
with its customers attached and earning money and the 
summation of the value of those component parts priced 
at book cost or reproduction cost or on whatever basis 
it may be used, it is that tangible difference in 
value attaching to a company from the value of its bus+ 
iness rather than simply the value of its components 
parts of the brick and mortar or steel which makes it 
UP « | 

Now "good-will" is something else altogether: The 
company might have good-will, all the good-will in the 
world, that is the attitude of the public towards it 
might be most favourable, yet it might have no going 
value whatever. 

i (Yes. 

A And it might be poorly ianaged, it might be losing money, 
you gee, you have good-will-and no going value. Con- 
versely the company might have and often does have a 
very definite going value with little or no good= will. 
Good-will as I understand it is the attitude of the public 
towards the business, the public in general. 


(Go to page 2524) 
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The CHAIRMAN: Anything of value is 


P 


something that should be capitalized in the making 
of the rate, os though money had been spent on a 
building for example. In the same cstegory. 
A Indo. “1 think in the United States, I am certain 
the United StateS Supreme Court has definitely held 
thate J am not a lawyer and I am going to leave 
that to Counsel, But in my country I can say goodwill 
is a definite element of value. 
i were 
G ‘fe could see more advantage if you/selling a business, 
but what I am asking about is, do you put it on the 
capitel side just as you would the other? 
v) Yes. 
Q In determining what the rate should be? 
4 Yes sir. I think these Commissions should 
Consider in fixing that rate whether or not this 
Company is worth more as @ going concern than merely 
an aggregation of brick, mortar, steel and pipe, 
and whet not. 
Bh . -MOLATL § Do I understand that it 


> 


is customary for pipe line companies in the United 
States to have a tariff of rates and regulations? 
Yes, 

And these are published are they not? 


They are. 


OD - DO & 


And you have given your advice to this Company as to 
what you think might properly be contained in the 
tariff, for transportation over the pipe line that 
we are now inquiring into: 

A I have read the tariff as prepared by ir. Coultis, 


and I madé some suggestions. iv sroor ead Ab, 
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re 


and I know what fs In 24. 

And do you approve of it or é6o you not? 

LI do approve of it. 

Mie NOLAN; I do not know whether this is 
the way of putting this in or not. Mr. Hill has 
looked at it. Perhaps you will prefer that an officer 
of the Company should discuss it with the Commission, 
DUG VOU T6Ol ss sss 

THE CHAIRMAl: “hat is that’ 

Ue COLSN § This is a number of rules 
governing the rate which should be charged. Of course, 
this is not what is to be aecepted by the Commission 
but this is an idea of what one finds in pipe line 
tariffs, the rates and rules thet govern the rate 

for transportation. ‘e thought it might be of 
interest to you to have some idea what is contained 

in tariffs of this kind. I. thought at the outset it 
was only the rete that was paid. ividently that is 


not it. There are rules. Perhaps it would save time 


if I might heve this marked nowe I will céll any 


officer of the Company they ask. But if there is 

any point arises out of this, out of any of these 
paragraphs ~- it is not very long - perhaps Mr. Hill 
might have an opportunity to state his judgment on 

it while he is here. 

THE CHAIRMAN: You have a number of documents 
you are offering. ‘shat are they’ 

Mik .»NOLAN: This document conteins all 

of the rules and the rate for the pipe line division 
of the Royalite Oil Company, Limited, prepared by 


the Royalite Company, and simply submitted to the 
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Gommission as such. 


THE CHAIRMAN: That is Royalit e? 
It. WOLAN: Royalite, did this. Do 


you object to that going in? 

Eee Bak Dae) thd No, no objection at all. 

{t is a proposal. I see the first thing is that the 
rate of 15 cents. The Company is tendering that 


merely for the guidance of the Commission. 


MRe NOLAN: And only that. 
MR. FRAMVLAY: Oh sure. 
MR. FOLAN: It may be of some use to the 


Commission, 


TARIFPS PRaPARsD BY TH: ROYALITS 
OIL COMpAIY LIMITsL, PIPs _INg 
DIVISION, Is NO MARKED SaHIBI?P 
Woo" 
MR. NOLAN: There is an effective date 
on the top of it. It is made effective January lst, 
1939. It is entitled "Royalite Oil Company Limited, 
Pipe Line Division. Origin Stations; Tenderer's Tanks; 
Turner Valley Field, Turner Valley, Alberta; Destination 
Station; Terminal Tankage, Calgary, Alberta; Routes: 
Gathering Lines of the Royalite Oil Company Limited, 
Pipe Line Division; Turner Valley Tank Farm; thence 
Trunk Lines to Calgsry terminal of Royalite Oil 
Company Limited, Pipe Line Division. Rates per 
barrel of 35 Imperial gallons at 60? Fahrenheis >. 5 
cents." My learned friend does not want me to read 
it because it would take some time. sue has read it. 
Mis FRALEY: No, I have not read it. But 


want to invite Mr. Hill's comments on some portion. 


Mit. TOLATM: Only if there is any coment 
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required On any Dorviohs of ite “£ may Just put it in 
and leave it with you, Sir, and have it discussed by 
anybody else who may desire. 
MR. FRA'QceY: .e8y'O Wii have to ask the 
witness some questions on that. 
THE CHAIRMAN: You will have to read it in 
any event. 
MR. NOLAN: If there is any objection being 
taken to it I would be glad if my friend would make 
such objections now, so that Mr. Hill could make answer 
to any query that may arise. That may be a much shorter 
way of doing it. 
MR. FRIULEY: We will try to do that. 
Mm. MOLAN: That is all 1 have to ask. 

Q MR PRAVEEN: Mr. Hill, you made no allowance 


for any proportion of the utilities which you say served 
the Pipe Line Division, in your estimate that you made | 
in May, and also in your estimate made in December? 
A That is So. 
Q But you did make an allowance, you made @n increase 
in your depreciated value, depreciated estimated cost 
of reproduction of $185,756.00 or roughtly 186,000.00? 
yi Is thet the difference between that figure and the 
$1, 700,000.00? 
Q That is the difference between wl, 700,000.00 and 


$1,514, 000.00? 


fh Yes. 
MR. CODMMI SIONAR LIPSsTT: What page are you at? 
MR. FRA’ MiiY: if you" 100m-at Fage (la, 


Sir, of his Report, you will find that the estimated 


cost of reproduction as of December Slst, 1939, is 
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Edgar &, Hill. 
the depreciated figure of »1,514,444.00. 

MR. CO'MISSIONER LIPSETT. 1938? 

VR. FRAVLAY: 1938, yes. Fe has 
some discussion of that on Page 15. He says 

tha t “1, 700,000.00 is the value as a going concern. 
So that he puts in the going concern value at 

61.85 , 756 «00 or roughly 186,000.00. 

A That is not so. Going concern value and ‘Jorking 
Capital. ‘orking Capitel is in that difference. Oh 
NO, you-are Yight. . $186,000.00 is right. 

Q THE CHAIRMAI: How much? 

vy 186,000.00. 

Q wR; FRAWLEY: Now I want to call 
your attention te what I think is of some velue. 
‘The utilities, I think it was agreed, I do not know 

Baow. much.) Dub. IT Stee it is agreed or Lt as 
Suggested that the total value of the utilities and 
service units of the Company are in round figures 
$1,000,000.00? 

Por UL think that 316 cerrect. 

Q And $186,000.00 would be 18.6% of the utilities. 

Do you agree eee as a fair:.percen tags? 

Mi wail 1 did nck make that computation, but it happens 
arithmetically that is SO. I have attempted to 
make no Scigen wan and I would not want to make a 
snap judgment. It happens it works out here that 
way. But that is not my calculation. 

Q From what you know of that business would you think 
that is a fair portion to be allocated to the utility 
propor tion? 

A It is obvious I have not attempted to allocate any 


more, that I did not make any allocation whatever. 
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Q And the t is all you would care to:say about that? 
That is all I would care to say about that. 

You increase the working capital between May and 
December from 435,000.00 to %80,000.00. Did you 
tell. my friend why you had done that? 

h In lay I took as the mterials and supplies of the 
Company only what they gave me: heing on their 
books at that time. That covered practically only 
the repair parts and small tools. But obviously 
that was an error, as I soon determined when I 
realized that the Division used the general warehouse 
of the parent Company as its source of supplies. 

LI meade that correction which 1 think is a proper one, 
to reflect my ideas of what the normal amounts of 
materials and supplies a company of.this type would 
carry on hand were it on its own, which I think would 
run between $40,000.00 end »50,000.00. 

2 At Page 16 of your Report, your December Report, you 
make the statement that napnthas are not stored but 
are delivered direct to the refinery. AS a matter of 
faot | in actual practice, Mr. Hill, do you! know of any 


different treatments which are accorded naphthas and 


crude oils? 


b You mean generelly? 
% Yes? 
A They would have to be treated differently because of the 


divference in volatility. You c@énnot store naphtha the 
year round in open storage the vay you can store crude. 
Mhat its there is too great: volatibity. «of think ter 
practical reasons these napthas ate run right into 


the refinery and blended immediately, after being 
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possibly treatea, and used for blendin; agents 
immediately. They are not actually stored. 

Q You mean to say that the Imperial Refinery at Hast 
Galgary has no storage of naphtha? 

& I would not want to say that. 1 want to sey that 
generally speaking, naphtha storage would be of a 
different type than crude storsge. 

G I understand. 

A Depending on the vapour pressures and the temperature 
and whatnot. As to vset the refineries’ storage 


storage’ facilities for nephtha are, i do not: know. 


RD) 


i witivread you two or three Lines trom Fare, 16.68 

December Report. "The Company's present tariff 
for hevgathering of crude) oll, erude naphtha and 
absorption naphtha from the run tenks at the well 
and from the absorption plants in the Turner. Vailey 
field and transporting it to and storing it in the 

ving tanks at the Imperial eefinery i Calgary, 

at 15 cents per barrel of 56 Impcrial gallons. 

Naphthas are not stored but are delivered direct 

to the refinery. You were drawing distinctions 

there between what the actual fact is, as to how 

erude is handled and how naphthas were handled, 

and we wondered if that was quite the fact. 

A I believe it is a statement of fact chat naphthas 
are not stored but. are delivered direct to the 
refinery. 

Q Neither are crude oils stored, but they are gall run 
into the refinery yard of the Imperi4l Cil Company‘ 

A Vell I am sorry, I have seen those storage tanks and 


I know there is oil stored in them? 
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Q By the Imperial Oil? 

No, by the Pipe Line Division, whieh runs these 
tanks as a practical matter and is stored in these 
tanks. 

Oh, I see, yes. 

9 That brings up the question of the rental of the tanks. 
If a person went down there now, Mr. Hill, and walked 
into the Calgary Refinery yard, they would find Imperial 
Oil Company's oil stored in certain crude storage tanks? 

A Yes. 

3 And they probably would, unless it is used up immediately, 
also find some Imperial Oil Company's naphtha stored 
in their tanks? 

A You probably would find that if there was any naphtha 
there, beyond immediate blending needs, it would be 
in storage. 

Q And the crude oil, beyond the immediate refinery needs, 
would be stored? . 

Stored in their yard. 


Q By the Imperial Oil? 


MR. FRAULEY: L do not think 1 


quarrel with the witness' view now about rental, 
but I was trying to learn the facts. It was on 
your advice that the Royalite Company began to rent 
storage from the Imperial Oil at the rate of 
$35,000.00 a year? 

et) ae 


Q No? 
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A No. 1 had nothing to do with the matter of the 
Gompany's policy whatever. 

Q Now let us clear it up. I am very anxious to be 
properly informed about that, ur. Hill. I certainly 
want to have your view about this, and I want to know 
what the fact is. On the 22nd of June, 1938, Mr. 

G. H. Smith, Chairman of the Board of the Imperial - 
Oil Gompany wrote to Mr. J. H. MoLeod, certainly 
the President or General Manager in any event, 
Stating - this is Exhibit "31" = "When Mr. Hill-or 
the Ford, Bacon « Davis Incorporated arrived in 
Toronto he discussed with us the rental to be 
charged by the Imperial for the use of two 80,000 
and one 40,000 barrel tanks at the Royalite Pipe 
Line terminal in Calgary. Mr. Hill agreed that 
poO,O000.00 per annum was a fair charge and this has 
been agreed to by the Imperial 011 Limited; rental 
to be started May lst, 1938, ‘We are attaching 

copy of our Memorandum to «wir. George Stewart, 

which is self-explanatory. Yours very truly. 

G. H. Smith." Then follows a Memorandum to Mr. 

G. L. Stewart, Mr. Stewart being? 

LR . NOLAN: General Manager of the 
Refineries. 

MR. PRAULEY: General Manager of 
Refineries in Toronto? 

74 . NOLAN: Yes. 

MR. FRALEY: This is a Memorandum, 
not signed but dictated apparently by Mr. F. B. Bimmel, 


he being...... 


MR. NOLAN: A Director of Imnerial 
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Oil limited. That is wrong. He is not a director, 
he is the #ipe sine expert in the employ of the 
Imperial Oil Linited. 

Mie FRAULEY: From Mr. Bimmel to dir. 
G. L . Stewart, cated the 20th of June 1938, two days 
before that. "With regard to the rental that is to 
be charged the Koyalite Oil Company, Pipe Line Depart- 
ment, for the use of two 80,000 and one 40,000 barrel 
tanks, located at Ualgary in the refinery yard, iir. 
Hill, of Ford, Bacon & Davis Company, who made the 
Qppraisal of the Royalite Pipe wine, agreed to a top 
rental of $35,000.00 per year, which Royalite should 
pay the Imperial for the use of these tanks. This 
amount, Mr. Hill states,, is the highest rental he can 
give these tanks, ana this would be on the basis of 
installing new tankage of the same capacity. we are 
aggreeable to starting this rental charge as of may 
Let, as our 6 inch line went into operation on 

May 5th. As to the charge to be made by Imperial 

for tank car loading, Royalite will pay Imperial 

5 cents per barrel for oil tendered in Turner Valley 
by producers consigned for tank car loading, this 
charge to apply when hoyalite bills a customer 

direct for this service, is e., 15 cents for trans- 
portation anc 5 cents for handling and loading at 
Calgary." 

THose letters correctly state the facts. But as far 
as policy is concerned, I had nothing to do with 


fixing that. As to whether or not the Tariffwwould 


include storage, I had nothing to do about that. That 


is the IMperial Oil Company 
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Q As to whether the tariff earn include storage, 
you had nothing to do with it? 

A Not at all. 

Q Did you have anything at all, either directly or indirect- 
ly to do. with the decision the Company made, apparently 
after you had been out here and made your appraisal, 


on the question of paying any rent at all? 


4 No. 

Q Uieeny rent at aki? 

& No. 

Q What part did you play in the transaction at all then, 
because apparently you discussed the rental to be 
Gharged. That was one way of describing it. Then 
in the next Memorandum you agreed to a top rental and 
soon. What: part dia you play at all, tires Hilly ein 
the..... 

A Just what that letter shows, that if there was to be 
@ rental charged, and there was one proposed to be 
charged, I said I would not support anything over 
wos,O000.00 a year. 

Q You said there was proposed to be a rental charge? 

Lb Yes. 

Q When did you first learn of that proposal? 

A In May 1938. 

Q When you were out herve makins your appraisal? 

A Yes, or possibly before I came out. 

Q In Toronto? 

A In Toronto. 

Q You learned it either in Calgary or in Toronto? 

A Yes. 

Q And you are not clear whether you learned it before 
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you came out or after you got here? 

y:) It was during the two weeks' period that I was on the 
work that I learned it. I cannot say exactly where 
it vas. I was told by the officials of either the 
Imperial or the Royalite, or both, that these tanks 
were to be assigned to the Pipe Line Division and a 
rental charged for their use. That was told me as 
a matter of Company policy. 

Q You just got it as a piece of fact from the Company, 
and you applied your mind to what the proper rentals 
Should be*% 

4 Just as those letters say. 

THE CHAIRMAN: I do not think the witness 
goes that far. He would not subscribe to anything 
yd8,000,00 but I do not think he saystmt he stated 


that was the proper rental. 


MR. FRAVLUY: | | Perhaps we should have 
that. 
THE CHAIRMAN: He made one answer to the 
effect.. 

Q You said you would not agree to anything over 465,000.00, 


but were you the one who fixed thd 435,000.00? 

v3) No. 

Q Ma. FRA LY: I will call your attentioa 
to what Mr. Bimmel says- in his WWemorandum to Mr. 
Stewart on the 20th of June, 1938. First he says Mr. 
Hill agreed to a top of ~35,0u0.00, and then "This \ 
pmount. iin. Hill states, is the highest rental he oan 
give these tanks." Let us first make a fair inference 
from what ir. pimmol is saying. He is saying you 


were prescribing »35,000.00, which you say is the 
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highest rental you can give these tanks. I did not 
put @ single thing into it that is not there. 

A That is an absolute statement of fact. 
TH CHAIRMAN: That doses not say that, 
as J appreciate it. -Beyond the y¥35,;000.00- he would 
not have gone. 
a PS nee ey a Yes. 
ii CHAIRMAN: Lt does not at all follow 
that if the witness had had the fixing of it he would 
not make it _»~l0,000.00 or 420,000.00. 

A They were not my tenks. 
Line PRAULUY: The highest rental he 
would give? 

A That simply means that I won't agree to anything more. 
I won't include in my estimate of the proper expense 
& rental of anything more than w35,000.00 but I 
Wil) go.up that high. 

Q TH CHATRMAR: | That. is your: Dimit. 
mouces eo as low as you Like. 

Q Pl Basa Vauiey s You did not prescribe 


the 25, 000.004 


A Poy sig did) not’. 

io; Perhaps this is a perfectly reasonable question, if 
they had come dawn to »25-000-00, would you have 
agreed to it: 

& Yes. | 

@ If they had come down to »20,000.00, would you have 


gereed 50. Lt 
A I would sey that anything - I would put that, in my 
view as the minimum. Anything in that range I would 


perfectly willing to see these rentals paid. 
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Q Fifty is the top for your purposes? 
Thirty-five is the top. 

Q, I mean thirty-five is the top, and about (20,000.00 
you would say would be the bottom? 

A Right. 

t. Now, ir. Hill, at page 19 of your December Report, 
and at Page 16 of your May Revort, you discuss, 
commence a Giscussion of the probable cost of building 
and operating extensions to gathering systems. Now 
in your December Report you say that an allowance 
should be made of about 125,000.00, and why do you 


scy that. 


Edgar G. Hill. 
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Because as new wells are drilled in the field, as I say 
there were 12 wells drilling when I wrote my report, in 
December, as those new wells come in the gathering system 
is extended to them. 
Yes? 
That is; just as, the Only gathering system there is in the 
Turper Valley Tield, and.it has the job of gathering that 
oil and connecting up each well as it comes in as a 
producer, that involves considerable expense and the matter 
of pipelines, pumps,and operating labour, you cannot get 
away from it. The work, the company, as I understand it, 
this Division, is in the business of supplying a service 
Sue, uncere in the field, 
Yes; now, as I understand, I may be misinformed but I asked 
the question the other day, using the Wiustratian of the 
6 mile extension tothe Home-Millarville well just recently, 
that, I was told, was a capital expenditure? 
Les. 
Well, now, if that is a capital expenditure, then the 
company only gets, dealing now with the extension to the 
Home-Millarville, all that appears in the company's current 
revenue and expenditure statement is 10%, so it was 
410,000.00 off, if that little line cost $10,000.00, 
Ei have no idea what it will cost, all that we will find 
in the current items is an item of $1,000.00? 
where does that come from? 
10% depreciation, amortized? 
I do not know what rate the company takes. 
No, assuming they are using 10%? 
You will find two entries, you will find 9 oipital entry 


of $10,000.00, plant account field gathering line...... 


Yes? 
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Then in the operating expenses or deduction from income 
for depreoiation you will find at the end of any period 

an entry for depreciation on that piece of property 
depending on the rate whieh the compiny were using at the 
time for that particular class of property. 

Yes? 

thether 10% or 5% or what not, you find two entries, one 
capital entry and one expense entry. 

Quite so, but what would the company suffer by way of 
expenditure for that year, only the latter entry? 

Well, it would suffer $10,000.00 right out of tthe till, so 
far as I can see. 

That is what I want to understand, you say that $10.000.00 
would come right out of the company's treasury to pay for | 
that line tothe Home-Millarville well? 

Yes. 

sll right, now somebody else will have to, somebody else 
than myself will have to pursue that with you, ir. Pte 
THaAG is) fairly. obvious. 

Yes. Now, then, let me discuss, nevertheless, the allowance 
which you say must be made of 125,000.00 to take care of 
capital expenditures..... 

The capital and increased operating costs. 

Yes. Now, I am making the suggestion to you and you deal 
with it as you think you should, that the only charge, 
assuming now $185,000.00 is the correct figure, that the 
only charge o. a straight line depreciation basis would 
only be $12,500.00 and not $125,000.00? 

Oh, that is perfectly true, that is, if you handle that 

end according to strict accounting practiees, let us assume 


this $125,000.00, §110,000.00 were capital and @15, 000.00 
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were increased Operating costs, and that is not a very bad 


rate, I am willing to stand on that. 

That happens to be the very figures I have, because I want 
to discuss with you now the way you treat this $125,000.00, 
and I agree with you if $110,000.00 were capital expenditure 
and the rest were increased costs, now, I want to know, 

our Minds are meeting now, Mr. Hill, what woulda be the only 
charge, on the basis that this company presently operates 
its books and accounts? 

I do not know how this company operates its books, precisely, 
so far as depreciation is concerned, but what would happen 
would be that the capital accounts of the company...... 

Yes? 

Would be increased by $120,000.00, that is the capital, 
added on the asset side of the balance sheet. 

Yes? 

Now, in the operating expenses we would find $15,000.00. 

Yes? 

added, included in the operating expenses for operating lines 
and pumps, or whatever expense account the company may 
charge that expense to. Then, under deductions from 

income in the depreciation column we would finé X% on 
$100,000.00. 

110,000.00? 

$110,000.00, depending upon what the company's depreciation 
policy was, and that completes the transaction for that year. 
Then on that supposition, all the money you would need ta 
handle that $125,000.00 you speak of, is $26,000.00? © 

Well, I have to put up $125,000.00 from somewhere. Now, 

if you will give m ninety-eight and a half, I will go to 
work, but,otherwise, I have to find that money. 


Of course, I want to know whether or not, what I am talking 
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about, Mr. Hill, I am only discussing now the treatment of 
the $125,000.00? 

Alberti ent, 

You see, you put it all into operating expenses, I am 
challenging that treatment which you have given it? 

I do not deny the propriety of your challenge, I say that 
accounting practices might handle it otherwise, but if you 
sit down and follow up the figures and get all through 

you Will find it does not make any difference; just as a 
matter of convenience, that is all, and if Mr. Morrison 
carries it_through on any given basis I bet you will find 
that when you are all wound up and the last dollar is wound 
up the difference is very slight. 

You have taken for ten years, I think, you want $125,000.20? 
And we Will spend it each year, and I want it back that year. 
Then so far as my rates are concerned, I have a simple, 
easily understood basis. Now, we could make it more 
@iplicated but we will not make any difference in the 
final wind-up. 

All right. Now, you say that it should be $125,000.00? 
At, least that, L’say, and I am nutting that in purely as 
an educative guess. 


Now, in May you thought that the seme figure should be 


- $50,000.00? 


NES: 


And you made the same comment precisely at pages 16 and 17 
of your May report, using the same Janguage, 1 think, 
precisely, as you use at pages 19 and 20 of your December 
report, except you pyanee the figure to $185,000.00. 

Now, what was it, I think you said something to Mr, Nolan 
about it? 


Yes. 
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What was it that warranted more than doubling the May 
figure? 

Because I was obviously in error in my May figure. ‘The 
company spent more than $50,000.00 in the last half of 
tose avd’ in 1959 i% plans to spend much more than that. 
Iwas Wrong and I had to correct it. 

Then one thing we can take out of the estimates of the 
company is that they expect that there will be, and this is 
just to carry the costs of drilling operations, the 
extensions of the gathering system, the company expects 
that there will be considerable drilling activity 

in the next year or so in the unproven part, or the proven 
part, of the Turner Valley field? 

Oh, there are 12 wells being drilled now and there will He 
more. 

I just want to have yomr view about that, you then regard it 
as being a very, very probable and likely thing that there 
Will be considerable drilling in the next couple of years 
in the Turner Valley field? 

1 eertainly do. 

MaAdOR: LUPOET? % Mr. Frawley, before you pass from 
teat we might get it clear; on page LY, Mrs ita) you 
refer to this sum of $125,000.00? 

Tess 

As a reasonable estimate of the additional cost for con- 
struction and operation? 

Yes. 

That is on page 197 


Yes. 


Do I understand you divide that now as to $110,000.00 for 


capital and $15,000.00 for operating expenses? 
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A That is reasonable. 

Q Po wous Gan take thatis .. 

A You might use that, yes. 

Q Now, then, on the next page, page 20.) ab the “top of the 
page, you treat that entire $105,000.00 estimated 
additional outlay as an expense item? 

A That is simply oil-country bookkee ping, and if you carry it 


through, if we sit down and carry it through, realizing 
that we are not chirging that we are not collecting any 
return on that money at any time, simply recovered as an 
expense, you Will find that the effect on any rate or tariff 
is negligible. That is old-fashioned, cil-country 
accounting. Of course, it makes an accountant shudder, 
I Will grant you, but as a practical matter it does not 
make much difference. 
MR, FRAWLEY: All it does, it confuses me? 
Gp tsar iy simple. 
MAJOR LIPSETT: To continue, Mr. Hilk; $110,000.00 
of that $125,000.00 then appears in your books as a 
capital outlay? 
Yes, and it should. 

Q 1% will appear? 

A Lt will appear. 

@ and on the basis of writing that off as depreciation we 
should allow some $11,U00.00 per year? 

A No. 
On a 10% basis? 


That is true of the next year's,but we take ten years as the 


total future life of our investment here; for the first 


year's expenditures, that 1s 1939 expenditures, that would 


be depreciated, we will say, Over nine or ten years, whatever 
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the figure is you are using; the next $110,000.00 is 
depreciated over one year less, so we keep using a 
Similar divisor for each increment of $110.00.00 until 
we get to the last year, when we repay that $110,000.00 
in one year, theoretically, so our divi@r decreases by 
one in €ach year, endif you work it out by mathematics 
it does not make much difference, whether you follow the 
strict accounting practice or use the crude method, which 
i did, because, after all, I. was just trying to check up 
on the reasonableness of this rate, and not fix a rate, 
and IJ was using a crude oil-country man's method of 
figuring, but, as a matter of fact, it doesn't make much 
aqiffercnce im the final answer, but I would not suggest toa 
the Commission that the accountant to the Commission 

use that method in fixing a rate with accuracy because 
it is not accurate from an accounting standpoint, but 
from’ a practical standpoint it is. 

That is what I am coming at, both the accounting and the 
practical «Mr. ALil? 

Ness 

Way, to fix a rate, according to your suggestion is to 
give you $110,000.00 a year for capital outlay? 

Capital outlay. 

Yes, incurred in that year? 

yes. 

So that assuming your capital outlay is $110.000.00, we 


are going to give you out of the rate that whole money 


back that year? 
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Yes, each year, that is a simple way to do it, as an 
expense, but you do not have to give us any return on 
that. 

That is what I am coming at. 

That is the point. 

That is what I am coming at, then for the next ten 
years, we are to allow you 10% of that capital outlay? 
As depreciation. 

As depreciation? 

Yes, to recover it entirely. 

So that on your figure we give you $110,000.00 the first 
year back again out of this revenue? 

Yes. 

We give you then for ten years oproximately ¢11,000.00 a 
year, it will be a little less? 

Just whatever it is to make up the § 110,000.00. 

Another $110,000.00? 

Yes. 

And in the meantime we give you a rate of return which 
you suggest should be 12%? 

Not on that money, no, I do not want any return on that. 
But we will te if we take it out of profit? 

In my method here I have forgone any return on that 
$110,000.00 at any time. I am treating it as an expense, 
getting it back in the year that I incurred it, just as 
though it wer ic ont for labour. 

Althongh it * capital? 


ulthough it is capital and I am not asking for any return 


on its 


Then having got the money back in your pocket, or the 
company's pocket? 


Yes. 


) 


ry 
Fe Py 
“ 
a 
ay ae 
oa 


z = 
- peter, S 
5 - 
= "i Sa = 
eS ; 
( 
‘ 
, / “a J 
S 3 ; 
3 > 
= 
2 ss : : . 
2S Le : | 
é a : 
; wht ea 
cs * she 
‘ 
tes x | 
| ; ~ 
a at : 
5 re 
Siests = 
lan ~ | 
2 ~ 
z . : Sein 
toy = | 
“ns : 
orig : | | 
= Og 
- 


= 
Ne, 
Cane 
: 7) 
o> 
oral 
Pan * 
oA ‘ 
” 


nk 


CH2-3 

2 

Q The first year? — ~2546- 

A Yes. 

Q You say we should set this up as = capital expense? 

A No, I am not, I am not asking you to eapitalize it again. 


S&S & © & 


I am simply treating it as an expense item and forgetting 
it. That is the rate basis will set up the one million- 
Beven forever. In my way of figuring it there is nothing 
added to it. Any additions are treated ag expenses re 
coverable when incurred and that is an 014 oil-country 
practice. 

Are you correst in that because in this rate that you are 
estimating on page 21, giving a 13% on the million seven- 
hundred thousand? 

Yes. 

You are asking us in addition to that ld, to give you 
$110,000.00 a year? 

Because [ am spending that much. 

For edditional capital? 

I am spending that much a year. 

And thea on top of all that you are asking us to give you 
approximately ¢11,000.00 a year for ten years? 

No I am not. I have not added anything to my million- 
seven, my million-seven now. 

T am not talking about the million~seven, I am talking 
about revenue? 

All I am asking for is this, I have the million-seven now 
in my opinion I ask for a retuzn on that, whatever it may 
be, the milJi~»-seven or whatever you pick. 

13%? 

I say that is what the company will earn and I say that is 
reasonable. Now whatever percent you take, you may choose 


to take, all I am asking is thas you give me that percent 
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on a million-sé¥Ven from now on out; plus what I eit 
there every year additional capital and additional op 
erating expense, sO we never earn in any year more than 
blank percent on one-million-seven but I will get my 
money back c.ch year that I spend each year. 
Yes, but on top of that at the end of ten years you 
will have a capital value of a million-seven plus 10 
times §110,000.00, which would be there? 
dell I am not sure in ten years, I have a salvage value 
Assuming a life say of 20 years or 0 years? 
Carrying on the same theories and you have the same 
answer, I am perfectly sound. 
You do not agree you are charging this money out of 
revenue, your whole capital, the first year and that you 
are getting paid for it? 
I do not say, sir, if you follow that, follow up my argunem 
there, all I am ever going to earn or ever be able to pay 
to my stockholders is the same percent of y1,700,000.00, 
and that is all. That is all I want,so that if I have made 
any errors you can correct me but I am sure I have not. 
That may be all you are paying out but you are in effect 
“dding 110,000.00 to your capital structure? 
Yes, but = am not capitalizing it. Now the accountants 
can handle it properly, from the accounting standpoint, and 
they will come out to the same answer, so I do not care. 
Just to purer that a little further, bir. Hill, if Tf 
might, is it under the practice, as far as you know, been 
the practice of the company to write up their capital out- 
lay in the past practically every year? 
Oh, no, they have handled it from the accounting standpoint 


properly, I understand they have, they have a balance sheet 
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with capital assets set forth and added to that every year 
and depreciated it. 

Apparently for the a eer of fixing that, you gave an 
illustration of pumps which you say were worth gl4,000.00, 
which have been written down out of income to a couple of 
dollars? | 

I Wideratood those pumps were not used in the pipeline 
division at all, they were over in the gasoline plant and 
they were transferred over to the Royalite's pipeline 
division at a dollar sapicsae. 

You are setting them up now in your structure? 

At what they are worth. They use them every day. They are 
functioning every day. 

And they either have paid for themselves or they take them 
on their books at $2.00? 

What they did I cannot say but there they are. 

MR>s FRAWIEY: Now I am going to leave that to be 
dealt with by someone else and I want to call your attention 
to one more thing, I am going to discuss with the witness, 
page 22 of his December report and if you would be good 
enough to look at that page, now at the bottom of page 21, 
ir. Hill you have, you arrive at, the division's cxleculntion 
that year, net incane, $£26,445-00 and it is 13.3% here, 

on page 21 of your December report, whit we would call your 
rate base of $1,700,000.00? 

That is right. 

And then on page 22 follows your comment that the return must 
be commensurate with the risk? 


Yes. 


And on page 18 of the way report, which the Commission has 


not got yet but which I will now Call to your attention, on 
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page 18 of the May report, which corresponds to p.ge 21 
of the December xvsport, because there it ia that hire Hi 
has the same figures which come to $226,445.00, at the 
bottom of page 21 or 13.3% of his rate base, at the bottom 
of page 18 in the May report his net inccme comes out at 
$321,188.00 or 28.2% of his rate base, which in the May 
report was g1,450,000.00. Now until you get copies of 
those, which the reporters will undoubtedly provide for 
us, you will have to be good enough to make a note, that 
Mr. Hill's rate base in the May report was §1,450,000.00, 
that corresponds to his present figure in the December 
report of $1,700,;000.00 and he has explained to ir. 
Nolan how that was increased, that is at page 18 of 
Exhibit "97", the May report, and the net income is, in 
the May report the net income is worked out at $321,188.00, 
equivalent to a return of 22.2%- Now you will turn the 
page, Mr.e Chairman, your page 22 of Exhibit "96" and I 
want to read, I am now reading the liay report and you can 
follow it in the December report, 
"Return commensurate with risk." 
The December report says: 
"Return must be commensurate Jith risk." 
And then I am reading from the hiay report: 
"On the face of the figure so for discussed this 
estimated return of 22.2% on the minimum value of 
the property and business might appear excessive. 
In the opivioh of the engincers, however, it is 
warranted and justified by the risks inh rent in 
the business. 
In the United States, taviff rates on pipeline 


systems serving isolated fields are commonly cal- 
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THE CHATRIA N; what page are you reading fran? 

MR. FRAWLEY: I am reading from page 19 of 

the liay report. Now your page 22. 

THE JHATRV An: I see, I am following it now. 
“ In the United States, tariff rates on pipeline 
systems serving isolated fields are commonly calculated 
to return the investment in about three years- In the 
particular case under discussion it aee tes realized 
that there is no guarantee that the division will 
handle five million five hundred thousand barrels of 
crude oil-and naphtha annually, even though this 
volume of tFusiness seems indicated for the near fu 
ture. 

The Prairie Provinces of Canada are able to con- 
sume' [ need not read that paragraph, that practically 
is the same as in the other'. 

The next paragraph: me 
" It is not economically feasible to transport Alberta 

crude to the Pacific Coast". | 

I need not read that because that paragraph is I think 
identical. 
a To cite a concrete case of a parallel nature, the 
engineers in 1934 constructed a@ pipeline." 
And I need not recite that because that is identical. 
a. For during the year 1929 the Royalite Oil Company 
laid 15 miles of 6 inch trunk pipeline between Turner 
Valley and Calgary in a loop". 
And I need not cite that paragraph, because it is the same. 

m These instances are eited as examples" 
And then that departs, the December report is then a little 
different, is altered to some extent, but I will read the last 


paragraph in the May report, the one short paragraph: 
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"These instances ore cited as examples of the risks 
which are inherent in the business of constructing and 
operating oil pipeline systems serving individual fields, 
It is not intended to imply that similar risks apply to 
the construction and operation of major or trans- 
continental trunk lines, such as the systems extending 
from Oklahoma and Texas to the Atlantic Seaboard in 
the United States, but the two experiences cited above 
clearly indicate the necessity of a greater margin of 
possible profit in the case of a system of the type 
discussed herein than would be considered proper to-day 
in &@ more stable business." 

Now, Mr. Hill, I am calling your attention, you probably 
know by now, I am calling your attention to this, that 
in May you reported to the company that,two or three 
pages of yonr report. supnort your view that 22.2% on 
the minimum value of the property was a fair and reasone 
able one, having in mind the risks, and im Deeember you, 
with the same language, tell the company that 13.3% is 
a fair return, having in mind the risks; now, have you 
anything to say about that? 
Just where did I say that? 
Which one, the last one? > 
Pi yes... cee, see 1 t1Ss I see it is “warranted and 
justified", that is all. I see, on top of page 22. 
Warranted and justified? 
Yes. 
And exactly the same thing in December? 
Yes. 
"In the opinion of the Engineers, however, this return 
is fully warranted and. justified by the risks inherent 
in the oil business.” 


It is praetically the same? 
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And in the May report you say "In the opinion ef the 
Engineers, however, it is warranted and justified 

by the risks inherent in the business"? 

Yes, I am perfeetly definitely of the Opinion that. a4 
three year pay-off is warranted on these short lines 
and gathering system serving the isolated fields. 

That means then that 13.5%, supposing that it were 
22.2%, that 13.3% is not enough? 

No, I will not say it is not enough, I am saying that 

I am perfectly satisfied with the pay-out of three 

years on a gathering system and short lines serving 
isolxted fields is eustomary in the business on account 
of the risks. Now, in this case if we take our 22.2% 
which we find in May and add our depreciation, it will 
just about get us the three year pay-off. That gives as, 
adding our depreciation, will give us probably, well, 
Ido! t wenow, tive: or six years’: vay-off.. 

That is about double, but this Commission has to make 

up its mind about those things, these very vital things, 
and in May you say 22.2% and in December you say 13.3, 
now, that is more than doubéé.... 

No, it is not more than double. 

Nowy Oot as Blot. more? 

Well, I was talking about the rate, the log rate being 
reasonable or not, and I concluded in Way it was reason- 
abke aad I conaluded in December it was reasonable. 

It is obvious, of course, what happened, your May figures 
worked out at 22.2% and you said it was right, and your 
December figures worked out at 13.3% and you said it 

was right? 


Correet, and in neither case did it eome a shorter time 
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Pag 

than a three year pay-off. 
MAJOR LIPSETT: Mr. Hill, assuming that one was 
satisfied that the rate should be fixed on your figure 

Of) bl 700,000 .00., you say that to-day, taking that figure, 
the Commission should fix a rate which would give you 
13.3% or 22.2%? 

Tsay if you fix a rate of 13.3% in my opinion you are 
Warranted in doing so by the risk. If you fix the higher 
Fave OL goss. \l) 8180) say thati:is all right. In-fact, iL 

do not, I am not in sympathy, this, perhaps, should be off 
the record, but I am not in sympathy with any attempt 

by any regulatory body to fix any rate to cover the 
transportation of crude Ray that should be off the record, 
but, as I say, i do not think it is a thing that cam be 
fixed unless it is, you might say, "re-set" every year, 
basing your rate on conditions existing at the time. 

Thet was not quite what I was putting to you? 

No, I know. 

what L am putting to you is, supposing the Commission 
accepts your figure of $1,700,000.00, or same other figure? 
Some other figure. 

When we have found that, should we fix a rate which will 
give a return of 22.2% ar 13.3%, or any intervening 
figure, in your opinisn? 

Why, I would say that, I am not going to suggest to you 
the rate Which you fix, you know the rate which I have in 
my mind and I say a three year pay-out is customary in 
this business, that would mean a combined return and 
amortization of 33-1/3%, that is custcmery in the business, 


Now, I know that no regulatory body would ever fix such a 


figure, but, on the other hand, I say that the returns, 
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the ordinary rates of return used in the electrio and 
gas business do not apply to this business. 

MR. FR WLHY: Well, what happened.... 

I have not tried to fix the rate here but I say the 15¢, 


in my Opinion, is a reasonable rate, 


Q MAJOR LIvSsTtT: If you were to get 22.2% on a 
mere $700,000.00, it is obvious that 15¢ is not enough? 

A That is perfectly true. Po say L150, in-my opiniones 
reasonable. 

Q MR. FRawLiY: But if you had gone, yau see you 
made this report far the Royalite Oj] Gompany? 
ee 
In view of a pending application then before the Public 
Utilities Board? 

A tes. 
And you made the December report for the use of the 
Royalite Oil Company before this Commission? 
Yes. 
Ad it) vs aeatn thing to say, DL presume, if you had 
gone before the Utilities Board in, say July or August 
or September, whenever it wes coming on, you Would have 
said that 22.2% was a fair return? 

A I would have said th:t 15¢ was a reasonable rate ane that 
is all 1 have said here, 

Q This would have been, I presume, filed with the Board, and 
they would have ha@ your view that 22.2% is fair, because 
of the risk. Now, this is in the discard “nd you are.... 

A That is not in the diseard. The Commission may have that, 
for all I know. 

Q, They have it? 


A What I mean is, the Fublic Utilities Commission may have it, 
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for all Tt know. I am not trying to evade that in any way. 

Q MAJOR LIPSET! : How can you say that 15¢ isa 
reasonable rate on both sets of figures, that is what 
D mean? 

A It showed a higher return in May than it does in December, 
bet an my lOpan ton, Lt is’ a fair rate, 20 1s dime ws oy 
current tariffs, it is a fair rote for the service rendered. 

Q That rather suggests, doesn't 14, (10 We tie Uti conga 
"horseback" figure, as we have had it described,..... 

A Pretty much, yes, that is the way these things are actually 
dome, there is, the minute you start fixing pipeline rates 
you are right in the oil business, you are estimating, 
balancing off one field against another, you 2re in the 
oil ' business, you are attempting to balance off the 
costs, you see, of Turner Valley crude delivered at 
Calgary or what not, or Moose Jaw or Regina, against some 
other crude delivered there, at that same point fran some 
other source, and you are in quite a involved picture 
when you start this thing but again that should be off 


the record. 


Q THE CHAIRMAN: Oh, no, we have nothing off the 
record’? 
A I mean that is not, you know that. 


You say it is a matter, as I understand yeu, that 1t cannot 
be worked out with mathematical accuracy 7 

A But tke r:ite-m:king body must use the best estimite they 
ast of Whet is fair nd just under: the eircimmstarcee: 
thot is my opinion. You know rilwcy rates are now .tixed 


in’ thot. same way. 


» 
aT 
peek 
rue ‘ 
5 
" 
' 


se = 2 
. ie a 
= + 
‘ 
3 : es 
ae ke 
e 
, 
ae 
5 : 
MS ~ 


ae) a 
ax pat Us 
Bee 4 

(oq 
AG 
A =; . 
e se 
. 


ah 


@ 
a 


A 


hex 


Edgar Gs Hills -~2556-= 


Q MR. FRAWLEY: That means this, that this Commission 
has spent a lot of time, considerable time, in arriving - 
and admitted evidence in order to enable them to arrive at 
what the probable life of the Turner Valley field is - 
and there have been various estimates given - Wha you say 
is, that you advocate and submit and urge that this pipeline 
should be paid off on a three year basis. That means then 
if, say for the sake of argument the Commission took 
fifteen years as the life of the field, then after three 
yeirs tne log rate would go on, is that it? 

A No. 

w what would havpen? 

A It would be reduced. I will tell you why it will have toa 
be reduced. As any oil field gets older its production 
costs incregse.\ It costs more to produce'a barrel of oil, 
generally speaking, -from old oil fields than from a new 
orl Tield, “XoOu have a barrel of orl trnnsformed inve 
gasoline and put into your tanks and is not worth anything 
more to you than it was when the field was new. It won't 
do any more work. It is exactly the same oil. But we 
have a higher production cost out here in the field. That 
oil will only be worth at Calgary just what it is to-day, 

in terms of energy. Its value, after adil, is 

determined by competition. You have to get a price out 

in the field, which, after all, has some bearing on its 
cost, plus the carrying charge into Calgary, and we have 

to brin, she all-over price in Calgary in line with what 
some” Oty concern from some cheaper souree can also nut 

it laid down in Calgary. It is common sense then that 

it would be a wise thing while the Turner Valley production 


costs are comparatively low that the pipeline should get 
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its money quick so that when the inereased cost Of crude 


comes along in Turner Valley that pipeline rate can be cut 


so that the cut in the pipeline rate will serve to counter- 
balance the increased cost of production of oil, and so 
that the price of oil in Cabeary will stay fairly flat. 
That is the theory back of this three year payout. 

There is no value at all in this Board endeavouring to 
estimate how long these reserves will last? 

I felt it was highly interesting but purely academic. 

How do you arrivé at the three years? 

Fifty years' experience. 

So it is just a horseback figure, as we have been saying. 
That is based on your experience in the past? 

The nearest ex mple I can give to you is the Toronto 
pipeline in Montana. 

THE CHAIRMAN: Have you figured out, assuming that 
the 15¢ a barrel were allowed, which you suggest, how 
s90on there would be this payout, as you call it? 

That can be fairly readily computed. 

Have you computed it? 

One would simply add the atnual income there to the 
depreciation andthat means that no profit 2ceerued in the 
meantime. You just get your money back. You start your 
earning then. But you have to take your income tax into 
consideration. The Income Tax Division does not recognize 
the payout. I have not made the computation. 

You migh make it in the noon hour so we will have your 
own cal-y ation and no one else‘s say-so. We hawe heard a 
lot from you about a payout. Let us hear how you arrive 
at a Beans on your own figures. 

DR. BUATRIGHT: Mr . Hilh, with teferemcé-to this 


going concern value, that is inherent in any business, is 
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it not, which is operating and making a profit? 
It is inherent in any business that is operating and making 
— profit. 2 
And it is a highly intaneible thing 2S My nose 
I do not think it isi It is impossible to make an exact 
evaluation, but I think it is quite tangible. I think 
that purchase and sale recognizes it very definitely. 
Now, in building that going concern value, is it not true 
that the going concern Value was deveioped as a result of 
the operating charges which had been made in the past? 
It has been the result of the expenditure of money and 
brains, skill, 
and those brains in turn are represented by the operating 
costs from the time it was started? 
Les. 
Rherefore, the going concern value was built up as a result 
of those operating charges, wasn't it? 
Yes. The going concern valye came as a result of the 
cperating costs. 
Now, is it mt also true that any equipment that is not 
put to use only has a salvage value? 
Not put to use? 
Yes, a piece of equipment that is just standing somewhere 
and is not being used or is not being put to use,at the 
time that happens, that particular piece of equipment only 
has whatever its salvage value, or what you can get out 
Slo Gra. Voa bt) time 8? 
It has « commercial value as a piece of property. 
But when that machine is at work then it has a different 
value. It has a value in use, hasn't it? 
Yee, it has. Part of the going value attaches to that 


machine. 
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Q In other words, the point I am getting at is this, the 
going concern value surely represents the difference in 
the salvage value and the present value of that equipment? 

A Oh, no, that is not so. Salvage value is something entirely 
different. I cannot agree there; because the junk value 
of this plant would be, perhaps, only five or ten per cent. 
of the ohysical cost, and I cannot conceive of a salvage 
or junk value as having any relation to a rate base. 

Q, Noy*builas avmatter of fact, if we junk this’ plant, 
and it was not a going concern, all its value would be 
far salvage? 

A ORF Ono. You mean a plant new and ready to work? That 
plant i5 ready to go to work. It is a new plant. 

q But the difference between a going concern value and the 
value of the plant as at the present time, determined in 
any particular way, really represents the going concern 
value? 

A You mean the difference between a salvage value and the 
now cost? Well, we are now talking about the same kind of 
going value. Beeause we could nobt....if we were to sell 
out this and liquidate it all we could get would be junk. 
If we were to sell it as a going eoncern we would get 
another price, which I think would exceed the componente 
costs of its various parts, and not the junk values on 
14S Various: parta. 

Q@ But, nevertheless, the going concern value is hidden in 
the dificrence between the so-called junk value and its 
present .alue for operating services with the plant, is 
it not? 

a I think the going value is indicative of same of the cost 


of the component parts. I think if you were going to 
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buy a Das for instance, you would ae cee ee pay 
more for that business than you would pay for the building 
and the stock of goods on the shelves. 

Q Well, then, let us carry this out a little bit further. 
According to that line of reasoning this going conoern 
value changes from time to time, does it not? As a matter 
of fact, in May, I believe, you gave a figure Which 
amounted to $105,000.00, and then again in December you 
gave a figure of $186,000.90 as being the difference 
between your estimated value of the property and 
assigning that to a going concern value and not taking 
into account the utilities? 

A Not taking into account the utilities.4s a matter of fact, 
in December I did take into account the utilities.My _ 
figure of $1,514,000.00 does not take the utilities into 
account but my figure of $1,700,000.00 does. 

Q In other words, your figure of $1,700,000.00 represents 
your idea of the physical value of that equipment in use . 

at the present time, is that correct? 

A No. It represents my idea of the value of the Division 
set up as it is a going concern and enjoying the use of 
those utilities. 

Q Ari that figure of $1,700,000,00 includes a so-called 
going concern value, and your idea of the fair portiog OL 
the utilities which should be assigned to it, is that 
eorrect? 

A Well, i+ includes that $186,000.00, which, in my opinion, 
is a fair representation of the company's going value plus 
and inclusive of the use of the utilities. 

Q Now, you were talking about the various methods of 


valuation, I believe, and in doing so you brought out the 
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point that faulty bookkeeping, in using the method which 
I advocated, might lead to wrong condlusions. Vas that 
more or less your idea? 

Well, bear in mind there I have no fault to find with the 
principle that you set forth the other day. ‘It is completely 
and entirely sound and from an 4 6buht4 ne standpoint they 
are infallible, and if they are consistently followed I 
have no quarrel With them whatsoever. 

In other words, coming back to this $125,000.00 item, is 
this your opinion, that in the over-all picture of the 
pipeline's life, taken from the beginning until the end, 
until it is completely depreciated out, that figure of 
$125,000.00 will not make any @ifference in the over-all 
picture, or to any great extent, but you admit it will 
make a big difference in the yearly picture? 

Well, £ had nct looked at it that way. Et ran through 
roughly, well, not too roughly, this set-up calculated on 
your basis, the basis you suggested, and the one I have 
set forth here. And when I get through at the end of ten 
years I cannot find 5% difference in the total amount of 
money taken out of the business in either method. 

But the actual resultswill be highly different, will they 
not? 

They may be. Yes, I can see that, because in the early 
days of the operations, I am taking out more than I would 
be on your basis. 

Let us refer then, and apply some of these things to your 
figures on page 21. Po you have your report there? 

Yess 

On page 21, at the bottom, that is in Exhibit "96", take 
the figure for annual gross revenue. You give that as 


$858,000.00. As you remember, or I believe I am correct in 
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saying that figure of $858,000.00 includes an anticipated 
revénue of 15¢ per barrel on five and a half millios 
barrels, plus 33,000 barrels for pipeline losses? 
Yes. 
Now, in the event then that six million barrels went thro 
that line, amas a matter of fact, our figures show siz 
million went through, then that figure Would be increased 
approximately 10%, is that correct? 
Yes. 
That then would give us a figure, an additional figure, 
of $85,800.00 to add to the figure of $858,000.00? 

A It would add 500,000 barrels at 15¢, $75,000.00. 
Then that figure would be a increase% by an appreciable 
amount, would it not? 

A It would by $75,000.00. 
Now, go om to operating expenses and property taxes, 
$311,500.00. That included the last six months, I believe, 
of 1938, and a prejected six months in 1939, did it not? 


hoy eee, rurdid. 


(Go to page 2565 ) 
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q Now you made adjustments for additional expenses 
due to capital investments which had been made during 
that period, in addition to the regular operating 
expenses which have occurred up to now? 

f Yes. 

Q And that brings out a point in connection with evaluations 
by the method which you were using, and that is this, 
that a present day valuation of 4 physical piece of 
property may or may not include values which had 
already been charged to operating expense, is that 
not correct? 

That isecorrect. 
Q In the over-all picture you do not know on a present — 


day evaluation whether or not these things were 
charged to operating expense, and in the event that 
the over-all picture is used,as I understood you were 
using it, then it means there is a great deal of 
danger of duplication which will occur, hecause on 

the present day eveluation you are including items 
which may have already been charged and are already 
reflected in the Operating Expense, is that not correct? 
ae) That is true. On the other hand the Company had the 
option of either capitalizing these items or charging 
them to operation. They had had to pay for them just 
the same with their money out of their till. I cannot 
see how, in an unregulated company, what difference it 
makes how the Gompany keeps its books. They got the 
Proparty.o°CLtsis theirs: There it is, ready to go 

On public service. I know this is argument, but I 
feel strongly that it makes no difference to a 


Commission, or should make no differences to a Commissi on 
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or Court about to settle a rate, how a Company has kept 
its books in the past. 

Q Possibly I Gid not make myself clear. I think we are 
in perfect accord that past methods should play no 
part, in. a rate making case. You see. I am pointing this 
policy out, that the method you were advocating towards 
this, in the over-all picture, operating costs which 
might have alre dy been charged into operations are 
reflected in the present day valuation? 

A They might be or they might not be. I say that before 
we should set up our propoty account, either on the 
basis you suggest or on the one I suggest, we should 
first take dock and see vhat we have. Now I think 
that on your basis of setting up a rate we will have 
to have a continuing property record. That this 
Company will have to prepare an inventory, usually in 
loose leaf form, showing each item of property that 
it owns, and which it has in public service, listing 
it by its description, tre year it was acquired and 
Pis..cost. Now. that: will. be.) page, forsevery- atemionc 
property, arid if the'books slats the Company now has 
are complete to that extent and show each item of 
property the Company owns, what it cost and year it 
was acquired, I have no criticism. JI would very 
seriously doubt whether it does include all those 
things, and I say that before any rate base ean be set, 
particularly on book costsmthod, we have first to 
got our costs right and be sure we have got them all. 

Q Ss @ matter of fact the Company does have these records, 
gqesn 'Goit., in .tie.t form? 


A I do not know. I know it has coet cards on a great 
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many items of equipment, but I would be very mush 
surprised if this Company, or any other oil company, 
had a completes property record. 

MWR. FRAWLEY: fori Ua rye going to shorten 
the cross-examination, or assist Mr. Hill in arriving 
at his conclusions, I am sure that all these things 
that you say they should have, they have? 

A I say if this %7,000.00 worth of pumps has a cost record 
of $1.00, it is not a complete property record. 

Q DR. BOATRIGHT: There are records. This 
is the net value that is shown. But if thse things 
are all teken into consideration would you admit that 
the method I advocate would be more nearly correct 
than your method? 

A I say these methods are both correct, both proper and 
should supplement each other. I have no eritioism of 
the method you suggest, providing it is consistently 
followed out. 

Q Now, coming to this item of 125,000.00 you have 
previously discussed to a certain extent, in the event 
that only 15,000.00 of that amount had been charged 
to actual yearly expense, or operating expense, instead 
of appearing in your statement at Page cl as an item 
of $125,000.00, it would appear as an item of $15,000.00, 
plus on your basis, 10% depreciation. 

A & little less than $11,000.00. 

Q & little less than $11,000.00. ‘shen you consider deprec- 
iation, you would ajd 10% return on your investment 
and you would also have had the depreciation, giving 
you a total of ebout w22,000.007 


4 Whatever the present returnwas. It would have shown 
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less in the first year. 

Q Then considefing that ite:, which you have shown there 
and the other item, part of the Gross Revenue, that 
shows an amount there of around $175,000.00, that 
would have to be added to the (j226,000.00 in showing 
the true rate of return for that particular year? 

A Yes, that is if you take the 475,000.00 increase 
revenue for 1948 and the difference you got by handling 
my ~125,000.00, according to strict accounting 
practice, you get a substantially higher return 
for that period than I show. 

Q Also if we go down to the figure where you provide 
for amortization of capital, and in the event tht 
were amortized on the basis of 20 years instead of 
10, that figure in turn would have been cut in half 
would it not? 

A Oh yes. | 

Q And that would have given a net result of over twice 
the figure that you show. In other words, the 
yearly return there, instesd of 13.3 would have bean 
some figure in excess of,twice 13.5? 

A I have not esrried that out. I know it would be 
substantially greater. Because if I am amortizing my 
capital on a twenty year basis rather than ona ten 


year basis, even if it is a sinking fund, it would be 


approximately half. 


ce) 


There is another inherent error in Using the evaluation 
method, and that is that in the event the Company goes 
out and buys an asset, a capital asset, and in doing 

so makes a profit, that profit immediately becomes 


amortized, or immediately becomes part of the capital, 
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in your method of valuation does it not? 

A Well I see what you mean. If you mean I am fortunate 
enough to buy a piece of property at 50 cents on the 
dollar and capitalize it, I immediately write it off 
in this valuation? 

Q Yes. 

That is true. 

Q For rate making purposes the Company would have got 
the advantage of n rate of return by the appreciation 
that was obtained by the purchase at the lewer rate. 

4 True, and the converse holds, if we paid too much on 


a piece of property, under my basis I would write that 


down. 
Q. That is they are inherent errors? 
4 Yes. You can call them errors. They are inherent in 


the reproduction costs theory, yes. 

€ On Page 26 there is a thing I would like to eall your 
attention to, and ask you to explain. In the 
Statement beginning for the year 1957, the figures showing 
pipe line operating income for the Arkansas Pipe Line 
Corporation was (454.780.00. In that statement it shows 
operating revenue (882,085.00, and an operating expense 
of »238,187.00? 

4 Yes. 

Q And it so happens that those figures do notcheck out? 

A No, it won't, beceuse taxes come in. That is after 
the taxes are paid. rE think “you will Tins heaves. « 
I did not put that into a column. 

Q No, I realize that. There is an obvious diccrepancy 
there, and I was sure you could explain it. I just 


wanted to get the explanation. In other words, it is 
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ve 
your opinion that the difference of $882,085.00 amd 
(208,147.00 is equal to 454,780.00 plus whatever 
taxes were taken out? 

A Yes. All other deductions from income are shown 
ft Ona. They are all there. 


“While we are on this analysis, is it not true thet 


2 


the amount of oil pumped through @ line is much more 
important than the length of the line in determining 
a proper rate for that line? 

A Yes. That is the traffic. The traffic, plus the rate, 
determine the gross, naturally. 


But just from the standpoint of comparison glons, the. 


D 


amount of oil that is shipped through @ line ina 
given year, is more important in determining what the 
rate should be than the length of a4 particular line, 
is that not true? 


Yes. I tried to show them both. 


Sf > oie Se | 


Do you show any volume figures in this report? 
Well they Hevea: of the dollar. They can be added. 
They are not shown in here? 
No. 
Q As a matter of fact all these lines have much smaller 


volumes running through than this line. As a matter 
of fa@t they only heve about one-fifth of the volume 
going torough of this line. Didn't you say they were 
about 3000 barrel a day lines. 

A No. The Arkansas, I guess thot it, is a 20,000 barrel, 
because it is an eight-inch line. It feeds about 
a 25,900 barrel refinery. I think it is about a 20,000 


barrel refinery. The International I do not know. 
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You may get it out of this book. The Toronto, as far 
as the Montana Division as I knev it is concerned, 
it was handling somewhere around 4000 barrels a day, 
and the Texas Division was handling,I do not know, 
but you can get it out of the book. They vary from 
year to year, of course. 

Q I realize that, and that was the point I was trying to 
bring before the Commission. That is in any pipe line 
comparison you must have all the facts, and not just a 
portion of the facts, in order to draw a comparison 
between two different pipe lines. You see here you 
are drawing @ comparison where all the figures are not 
there, and I wanted to bring out these things, that 
there are a number of other things, even though the 
lines are of the same length, which must be taken 
into consideration in attempting to compare pipe 
line rates. All of the information should be 
present, and not just parts of it. In other words, 

a partial statement loses its value because of the 
lack of other pertinent factors, is that not right 

yy That is true. Sut here we have, with respect to 
size, here for instance is the Arkansas Pipe Line 
with $1,205,000. ‘We have then the gross operating 
revenue and its operating expense. 

On what page? 

Page 25. That gives you some idea. I refer to the 
document where all that data is available. The 
through put I think is there, 

THE CHAIRMAN: Where is this document? 
WR. NOLAN: Il have it now, Sir. 


It is entitled "Interstate Commerce Commission, Bureau 


~ 
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T= 


h 
Boger Ge Hild. mt a 
of Statistics,Selected Financial and Operating 
Statistics from Annual Reports of Pt be Line Com- 
panies, year ended December 31st, 1936. Statement 
Number 37454, dated at :ashington, D.C., December 
£937" Is that the document you refer to Wr. Hill? 
4 That is the document. 
TR. HOLAN: Might that be marked as 
ixhibit Number "99", 
DOCUMENT Tif QUESTION is 
NOW MARKGD £5 sXHIBIT "99", 
MR. NOLAN: This is not available in 
sufficient copies for everyone. 
a THE CHAIRLAN; that is the through put 


disclosed there *¢ 
I have not looked at that. 

Q Tell us the through put of these three companies, the 
Arkansas, International and the Toronto? 

A Arkansas 12,346,103 barrels. 

Q DR. BOATRIGHT: Does that give the actual 
mileage? I believe you estimated these yesterday, 
but were not sure about them. 


A 91 miles of gathering Lines, and 86 miles of trunk 


line. 

Q That would be a total of about 172 miles’ 

4 177 miles. 

q THES CHAIRIMAT: International? 

A International 66 miles of gathering lines, and 31 
miles of trunk line. Through put 2,117,482 barrels. 

Q DR. BOATRIGHT: That is per year’ 

4 Bae year. Toronto 109 miles of gathering lines 


and 26 miles of trunk lines. Through put 6, 464,229 
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barrels. 


THE CHAIRMAN: That would be a definite 


place to stop, gentlemen. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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2 Pee Session 
MR. FRAWLEY: My. Chairman; Mr. Nolan and I 


have agreed that iir. Taylor's report should be avail- 
able, that is the Price, Waterhouse report j; should be 
available to Mr. Morrison now because there if this 
particular reason for it. I ask. Mre- Morrison from 
time to time to answer questions for me and to get ine 
formation and he tells me that it may very well be that 
a lot of the things he is asked to do, for instance 
Major Lipsett asked him to do something yesterday, and 
it may very well be that the company has already done 
that and it is in Mr. Taylor's report, so I suggest 

we take one minute of Mr. Taylor's time, put him in the 
box, file his report and let him step down again. 

Mine NOLAN: IL have no objection to doing 
that, and we have in advance had multographed copies. 
made of it and there will be enough for everyone. It 
will not be necessary to bring the multographed copies 
up now because we will only file the original report 
and there are sufficient copies to be distributed, if 
necessary, although they do not even need to be distrib- 
uted yet. 

MR. FRAWLEY: No. The Commissions' copies 
had better go in if itis filed, two or three or four or 


five... | 
JAMES WATT TAYLOR, having 


been first duly sworn, examined by Mre Frawley said: 

Q Mr. Taylor, you are the Toronto manager of the Price,Water- 
house Company: 

A No sir, I am a partner of the Canadian finm of Price, 
Waterhouse and Company, resident in Toronto. 

Q And under your supervision there has bean made by your 


company a report, an investigation and a report into the 
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affairs of the Royalite Oil Company with a view to this 
Royal Commission? 

A That is correct. 

a. We will dispense with any further of your qualifications 
if you do not mind, until you come to give evidence, and 
will you please produce your report? 

A The description of this report, "Royalite Oil Company, 
Limited, pipeline department, statement of operations for 
the period of seven years and nine months, ended September 
50th, 1938; statement showing return of capital for that 
period and accompanying report". 

(STATHULNT PRODUCED BY 

MRe* TAYLOR HERE wARKED 

AS EXHIBIT "100"). 

HDGAR G. HILL, having been 
recalled, examined by Mr. Boatright said: 
WITNESS: May I, Mre Commissioner, I made 
a pay-out check calculation during the recess which you 
asked me for. 

Q THE CHAIRMAN: Yes. 

A I want to explain when I use the term "pay-out" I am not 
attempting to be slangy. It is a term-used in the oil 
business quite generally,.it is‘the annual earninga® plus 
the annual depreciation charge, divided into the total 
capitalization and the resulting figure in years is 
termed the "pay-out". 

Q Yese 

A Now in my December report fy amortization charge was 
$131,186.00, and my return is $226,445.00, a total of 
$357,631.00, which divided into my capital of $1,700 ,000.00 
results in a pay-out period of 4-7 years. 

Q DR. BOATRIGH?: Now with reference to these pay= 


out figures, the pay-out figures for the pay-out time of 3 years 


1 


‘ 


eee = R574 = 
3 


is what.is customarily required by a hank, is that nos ser- 
rect, that is that is the pay-out period whichis required 
for the investment of new eapital in an enterprise, such 
apa bank, that is the generally accepted figure for pay> 
out so far as the attraction of capital is. cancerned in 

the United States? 

In the oil business. 

Yes. 


I would say that is a fair statement. 


Se Sa Ne 


In this particular case here, however, we have a highly 
different situation than a bank is ordinarily faced with 
in the United States, is that not correct? 
A Well I do not know just exactly what youw mean. That ib 
the physical situation would be no different, it is 
standard, but it is different, if you mean the presence 
of a parent company or the resources of the purent company 
being pack of the subsidiary? 
THA CHATRMAN: You night point to the differences 
you have in mind. 
Q Dine BOATRIGHT: Yess Here is one thing, in the 
first place that is an overall figure which is used in 
general for overall industries and has been built up by 
bankers as a result of their experience in that industry 
over the United States as a whole, is that not correct? 


A If you say "bankers", I would say “by the furnishers of 


capital”. 
Q Yes. 
Yes, I would s 7 that is a true statement. 
Q@ .dnd the average field in the United States does not have 
as long an expected life as the Turner Valley field, does it? 
A I do not know. | 
Q. There is another thing; really is it fair to apply a banker'g 


rule to an investment which is already made and which has been 
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Lp Operation For 10 ox 13 years? 
We are back again to the question of, I tlink a question 
of law largely, and I do not, I am not competent certainly 


ed 
Kw 


to argue iit. 
Well the point I am making is this, that we are applying 
the rule of banking to an operation that is not that type 
of thing, are we not here? 

well so far as the actual conditions are eoncerned , it is 
80 Similar to many similar situations that L cannot see 
where physically that it differs. The only conception of 


ity a GQitfterent light that I ean visualize is that this 


company is for better or for worse a parent, does not 


have to go to the, at least has not had to go into the money 


market for its funds- I Gan see that difference. I do 

hot know whether it is 4 distinetion or not. | 

well to point out on the basis which you have used, you 

say that the pipeline company should operate to pay out 

Ln three years? 

Yes. 

Ana as a matter of fact if we apply that to past operations 
that is exactly what has happened, is it not? | 
well I do not know, I imagine that some of the earlier in- 
vestment has paid itself out, from past earnings. This 
property however has largely been built up in the last two 
years not under regulation. Then we get right back to 
that, we gst right back to that matter of principle, which 
I think again is a matter of law. 

Weld one only thing I am trying 10 point out here is thias, 
that if we apply thas three year pay-out rule to the Turner 
Valley field. that certainly would not be fair in that 
respect would it? 


You mean to the Turner Valley, bearing in mind it has already 
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been in operation for two years? 

Yes. | 

No, you mean, if you are taking the three year pa rout 
yule and applying it to Turner Valley I would say that 
probably half of the three years has gone. 

Yes, well applying that rule then on further, would you 
be in Peer of saying that a year and a half has gone 
and we have a year and a half further to depreciate it 
out? 

No, £ think I have set forth clearly in my report how I 
would propose to amortize this property at this time; 

I would amoritze it over ten years. 

In other words then this property at least in that reo 
Spect is not typically a three year property, in other 
words it is more or less of a ten year property in your 
estimation? 

And I have so regarded it. 

Then the three year rule at least is not a hard and fast 
rule and must be modified by the circumstances which ob- 
tain in any particular given instance? 

That is right. 

Now I had another point concerning a statement which you 
made earlier in the morning and I do not know that I can 
recall your exact words but I believe you made 4 statement 
which implied that the pipeline rate during the early life 
of the fiela@ should be much higher than the pipeline rate 
during the later stages of t.he pipelines lite, an. tT oor= 
rect in that? 

I did not say it should be; I said it might well be, bee 
cause of the fact as we all know production cost, the cost 


of producing a barrel of oil in the field tends to increase 


with the age of the field. 
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Q Well i3 it not true that during the early life of the 
field, and particularly with an integrated company such 
as this, that the drilling costs occur during the early 
life of the field and more or less offset the additional 
produ¢tion costs during the latter part of the field, 
and from a capital standpoint at least involves about the 
pame kind of expenditure throughout the life of the fiela, 
is that not the general history of oil companies? 

A That is,that the general method of oil company accounting 
tends to level off book production costs. 

Q Yes, in fact that is what happens? 

That is true but I think the experience ir the States 
dhring the past few years, particularly with respect to 
the stripper property, has shown that there soon comes, 
there comeseventually a point below which the price of 
oil cannot go without resulting in an actual loss for 
every barrel of oil produced without reference to cap- 
ital, just from the standpoint of operating costs. 

Yes. 

A I think we all know that with stripper oil at a dollar a 
barrel in the older field, that that dollar barely covers 
the actual operating costs of those wells and when we 
get to that point it is essential that there should be 
flexibility in pipeline charges to prevent that oil being 
markete* ‘in competition with the oil from flush fields. 

Q Well that brings up a point then that I Dslieve it woulé 
be well to go into, from the pipeline standpoint alone, 
during the later stages of the field's life the operat~ 
ing charges are relly higher per barrel of oil than 
it is during the flush run, there are more lines and 


more supervision necessary and all thoes various items 


which go into stripper production?’ 
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A The gathering cost will increase, I do not believe the 
transporation costs of this property will materially 
increase over the yoars, but the gathering cost will. 

Q Therefore from a purely, from a pipeline standpoint at 
least the later stages of the field's life is just as 
bad as the earlier years? 

A From an operating standpoint they are worse; if you have 
the capital,to provide for that burdens it still more. 

Q But that faces it in two ways, or offsets it in two ways, 
during the early life we have a drilling cost and during 
the latter life we have the expenditures for production 
costs, don't we? 

A @e do but if we are going to keep Turner Valley oil, just 
using Turner Valley oil because it is the closest oil, 
competitive, it seems to me in the later years you have 
or should have considerable flexibility in our pipeline 
tariff generally speaking. 

Q Well is it your idea that the pipeline must absorb the 
addition in price necessary to keep the field going? 

A Not entirely but I think it would be a good thing if it 
could help. I know that is so in the States with respect 
to the Illinois competition, that the pipeline companies 
have had to reduce tariffs substantially in order to 
permit mid-continent oil to be marketed in the sast and 
they have done it arbitrarily. 

a But in that particulary instance, is it not possible for 
the Piseiiae to operate at a loss unless there are some 
other items such as petites to offset that loss, in other 
words that is only possible in an integrated company to do 
that, to meet that? 

Q@ Les us assume, as I think it is so, that many of these pipe~ 


lines have substantially amortized their capital, they dr 
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Ss goLore 
not have therefore, any substantial capital charges 
to worry about. Phey are gonoerned more with operating 
ccsts and maintenance. 
Then in the event they were able to do that, that simply 
means their pipeline rates were too high in the past and 
the ritnods simply made them come down to time? 
No, it doesn't mean they were too high, it meant they 
were sufficiently high in the goo@-yvuurs.totgsct their capital 
pretty well retired and then when hurd times came they 
had no burdens from capital structure. I think the 
railways, the United States railways are as good an ex- 
ee of that situation as one could very well cite, I 
cannot think of any better. The railways have never, 
they never got their capital down low enough to let them 
meet competition when competition came. 
Is it fair to compare a pipeline to a railway? AUG 
The railways tvansport in Sia akoeeeene Girections ana various 
materials and pipeline Seue transports in one direction, 
one material. 
I think the comparison is a bablutely parallel. Oil does 
not go two ways in the pipeline, it could if it had tc, 
but it usually runs in one direction but if the railw:ys 
ran from only one direction it would not make any difference 
in the principle. 
Ta it your opinion that railways and pipelines are very 
Similar or similar enough to draw comparisons between them? 
Well they both perform the same function, they transport 
things from one point to another for pay- 


Would you recommend then that the rate which railways charge, 


the return on the investment which railways get, should be 


applied te pipelines? 


The railways do not make any money today, they are in the "red" 


generally speaking, that i& the trouble with the way they 
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handled their affairs, they operate capital structure 
top-heavy, never reduced it and assumed that conditions 
would be go on forever as they were during theiy early 
years and now they are reaping the consequences. 

Coming to these tanks and this tank charge, did you make 
a valuation of those three tanks in the Imperial Refinery, 
did you look those tanks over? 

LI looked them over. 

And did you arrive at a fair figure? 

Mf aia. [er looked the tanks over last hay. 

Did on arrive at an approximate figure of their worth at 
that time? 

f Gia 

What was that figure? 

The two-80,000 barrel tanks are worth in my opinion about 
60¢ a barrel. 

The two=80,000? 

Yes. that is approximately 160,000 barrels worth at 60¢ 
8 barrel. 

Thai; would make them worth about $96,000.00? 

About 96, 

And the 40,000? 

The 40 is worth about 50¢ a barrel. 

That would add another $20,000? 

And besides that there are certain pipe connections, 
apourt enunoes, firelines and what not, I would say those 


tanks ag they stand today are worth, without the land, in 


a 


the neighbourhood of $135,000.00. 
Well I believe thes you depreciated your equipment in your 
nebost on the basis of 10 yéars! thet’ is 10% m (year, ia 


that correct? 


sen A 


tere 


ao — 2681 - 
A You mean that I have beén using that in my setup, teking 
a 10 year life? 
Yes. 
Yea I did. 
/@ And in that event then instead of thé figure $20,000,00 
which you gave Mr. Frawley this morning, you wWowld have 
actually used a figure $12,500.00, being the reasonable 
amount ? 
| A For the capital charges only. You see these tinke are 
operated and maintained by the refinery and those costa 
are included in the rentals. 
a Do you have any idea what those charges are with respeot 
to those three tanks only? 
A I was told that they were, that they ran about $18,000.00 
a year but I do not believe that is so» I think it is 
less than that but there is a cost there which I cannot 
do more than get some, make sone An abne ile iene te een 
fer. You see you have, you asked me whether my 10 year 
depreciation allowance would go in that rental, it would, 
also the return on the tanks and their cost of maintenance, 
that is you have three items entering into this tamk rental, 
the return, depreciation and operating costs and maintenance. 
Q How long a life would you give these tanks, as long as they 
are kept up and the charges for keeping them up are applied 
| to operating expenses?’ - me 
| On, ee aii, tea almost indefinitely. 
Certainly, they will last the length of the life of the 
pipeline? : 
A I would say so. 
Q Whatever the life ia for the pipeline? 


I would say,s8o, yes. 
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Q Just a point that I woulda like to bring out here, you 
remember that your figure for purchased equipment I 
believe was $1,619,00.00 approximately, that was new 
equipment, and new cost of the equipment which you in« 
cluded? 

The total valuation of the property new. 

That is right? 

That is right. 


& - fp & 


And in our caloulations which have been submitted by Mr. 
Morrison, our figure for that same equipment which we 
considered from a bookkeeping standpoint, which was the 
method which I have advocated, was #$1,611,000.00, in cther 
words those tw figures indicate that we in our calculations 
from a bookkeeping standpoint used very close to the same 
equipment which you in your valuation used, is that not 
right? | 

A If those are the figures it isa closer check tmn I would 
have expected. 

Q Yes, there was no argument about it, I just wanted to bring 
out the similarity between £hO ce WHO figures and the fact 
that we did in our calcuations use very close to the same 
equipment which you did. Now are you familiar, you are 
familiar with pipeline practices in the United States sco 
far as oil pipelines are concerned, lir. Hill? 

A Generally. I have built many of them. My operating ex- 

perience has beer confined to a great extent to natural 

gas lines but I am familiar with oil pipeline practices. 

Are you familiar with the practice of oil pipelines insofar 

as providing storage at the refinery i8 concerned? 


A Yes,ni think IL) am. 
What would you say is the general practice in that respect? 


£ 


A It varies. The National Refining Company has three refineries 


all of which are served by pipelinee I oan quote those be~ 
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guuse I happen to be connected with them. In Kansas 
the company owned its own gathering system and its own 
tankage, that 1s the pipeline division, which is cale 
led the National Refining Company of Oklahoma owns the 
gathering system and the tanks which are at the Coffey~ 
ville Refinery and in that case where the company owns 
all of those facilities, the storage at the refinery is 
furnished by the pipeline division. At Finlay, Ohio--- 
THE CHATEM AN: Just there, they are furnished 
to the parent company? 

It is all the same, it is simply a division of the 
parent company, at Coffeyville ths tanks and the pipes 
lines are all together. At Finlay. Ohio, where we have 
another refinery, the tanks are owned by the ceeamente 
The pipeline is owned by the Buckeye Pipeline Company, 

a wholly separate company, and the services furnished 
by the Buckeye Pipeline Company include delivering the 
oil at the inlet valve of the company's tanks. There is 
no storage included in their caitrying. 

In other words then, the general practice is controlleé by 


the peculiar circumstsnces which surround each individual 


case? 

That is right. 

Bnd if it not true also that pipelies as a general rule 
wish to maintain the very minimum amount of storage which 
it is possible to maintain and still carry on their op- 
erat ions? 

Well I cannot answer that question because I, I cannot 
answer it from experience. I presume that they would carry 


what tankage was necessary to eonduct their operations and 


no more. 
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I would like to ask you this question also in that 
respect, as a general rule if a company wishes to go 
LHvOrtne storage’ of of1, is 1% not true that it is 
generally done through a purshasing company rather than 
through the pipeline itself, in other words a separate 
organization is set up for the purchase of oil and the 
storage of oil and the pipeline, they attempt to keep 

the pipeline purely as a carrier of oil and not a storer 
of oil? 

Well that was true in the days of the Prairie Company, 
That is the Prairie O11 and Gas Company, where it pur- 
Ghased and stored and the Prairie pipeline, where it only 
transported. Now there are other similiar set ups. 
Stanoline ig one? 

Yose 

Hamble? 

I cannot say, the Humble pipeline, what their practice is, 
I do not know whether they store or not. 


(Go to number 2585 ') 
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Q Is that true of Continental? 

A I do not know about Continental. 

Q Mie ER Bary There are just one or two 
things Ere Hill, I was talking to you this morning 
about whether or not there was any difference in 
fact in the practice of receiving crude oil at the 4a St 
Calgary Refinery and storing it end receiving naphtha 
at the wast Ccolgary Refinery and storing it, because 
you made the statencnt that your information was gathered 
from the officers of the '®ompany. Wovi we have here 
& statement filed by Mr. Moore, .axhibit "79", and is 
a statement by the Company of its storage at various 
times. I only want to call it to your attention now 
for the..... 

THE CHAIR AN: As furnished to the 
Conservetion Board? 

Mii. FRA’ Li: No, not this statoment, 
Hxhibit "79". Is is prepared for Mr. Cottle, as 
Commission accountant, by the Company, for our 
purposes here. 


That shows that they have storage for Turner Velley 


AD) 


crude oil, for Turner Valley separator naphtha, and 
for Turner Valley ehsorption naphthe. 

b That will speak for itself. 

Q, Ané the statement on Page 16 that fopatiee are not 
stored but are delivered direct to the vefinery, 
you would not desire to insist upon, of courses 

4 I think that is true that they are not stored for 
the Pipe Line Company, it’ has not anything to do with 
the storage of it. It is delivered direct to the 


Refinery and they may use it or store it. I t-ke it 
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from this statement it stores some. 

Is there any distinction in fact between you and ir. 
Moore, the refiner, that he takes and receives and stores 
his napthas and t&kes and receives and stores: hs orude 
OL? 

You will have to ask him about that. I do not know. 

If that were so as appears from that statement Exhibit 
"79", then I am asking you should he not be asked to 
look after his eoerude oil gt his own expense just as 

he is now looking after his naphthas at his own expense? 
The whole of that matter is one of the policy of this 
Company that I have no desire to discuss. I do not 

know anything about it. 

There is only one other thing. On rage 24 you are 
discussing the risk that is involved in this business 
and that their return must be commensurate with the 
risk, and you are dealing with the business today 

and you say something about Illinois crude coming in? 
No, I simply mentioned the Illinois crude to show what 
it had done to the oil situation in the United States. 
You did not intend that.... 

I felt I made that perfectly clear. It was not g parallel 
case, but simply showed what a destructive effect on 
price structures the bringing in of new flush production 
close to markets had. 

You are not able to point to anything - 1 want to get 

as much value from your evidence or opinions upon all 
these things while you are here, kr. Hill - you point 
out there is danger, inherent danger, ] take it, of 


this through put declining in this pipe lins? 
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A I think that is a fair statement. 

Q And you base that on what? 
On the fact that this. Provinee, these Prairie Provinces, 
form, you might say, a elosed market. At the present 
time that market is supplied essentially by Turner 
Valley. Iam told and I read in the papers - I am 
told by people who should know and I read in the papers 
there is- considerable exploration for crude oil going 
on in this Province. I know that to be @ fact. I am 
fairly close to the people who operate the Calgary 
Gas Company and they have told me that they are very 
much encouraged by the development to the North in 
the way of oil. I also understand that there is 
other exploration going on in this Provinces particularly, 
and I am quite of the opinion that the possibilities 
for oil in this Provinos have not been fully explored 
and that the chances are, just the law of chance in 
the oil business, that one of these days Turner Valley 
will have competition. 

Q Yes. Then you ASS going outside of the Province. 
As you say we have a prafrie market, and that is ours, 
but you do not see anything much beyond that for us 
at the moment? 
No. | 

Q And then you say that Turner Valley will have to share 
that prairie market with the newer fields in Alberta, 
that you think might come in? 

A Assuming all the time you will be able to keep out the 
Montana crudée 

Q At the moment you are simply just offering these 


ebservations of a speculative nature, and you think 
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they should be kept in mind in striking a rate? 

Yes. 

At the moment the fact is, up to now there has been 

no other enude developeée which sonstitutes compet- 
ition 

That is true. 

You’ just pvt forward the likelihood or the possibility. 
That is as far as you would go is it not? 

THe GHATR ails Oh yes, he has said so. 
DR. BOATRIGHT: Il have just one or two 
more questions. In connection with these possibilities, 
in the event a pipe line were put into Vancouver, 

‘or run the other way, disregarding the economic 
feasibility of it now, thsre is also the possibility 
that there might be an increase in the demand for 
crude in this Provinee, is that not true? In other 
words when we go into the realm of the future there 
are lots of possibilities that can be seen, one 
offsetting the other, is that not true? 

I think you have fairly definite statistical figures 
for concluding your local market demand, that is 
as the population grows and the quality and extent 
of the crop, all have a very definite bearing on the 
amount of crude you may use in these Provinces. 

That can be more or less approximated but you cannot 
tell what the drill is going to find. 

That statement is perfectly true if you limit your- 
self to a particular ares. But do you know whether or 
not it is true that there are several schemes on foot 


et the present time to put in pipe lines, either to 
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Vancouver or to the other Coast or not? 


4 I do. 
Q In that event this market would open up would it not? 
fy No, beacause, let us assume we send oil from the Turner 


Valley field to Vancouver. Now that Line would not 
supply the prairie Proviness at all, because there is 
nothing much ‘est of Calgary,that is when we get 
across the Divide we are in British Columbia, so that 
all that line would do, assuming it were practical 
economically, would be to increase the productio of 
the Turner Valley field, and.to shorten its life. 

Q And inerease the amount through this pipe line’ 
Not through this pipe line coming into Calgary. 
Vhy not? | 

A Because the oil will go somewhere else. There would 
be different facilities altogether. It might 
presumably increase the load and the investment in 
the gathering system, but eas as the trunk pipe 
line, it would have no effect on that. Assuming 
the line went to Fort william or to Port Arthur, 
it would have a definitely bad effect on the earnings 
of this pipe line, because some oil shipped through 
this pipe line is re-shipped by railroad to refineries 
which would be along the route of any line from Turner 
Valley to Lake Superior. For instance, the refineries 
at Moose Jaw, Regina, Brandon and also ‘‘innipeg. 411 
that business would then come cff this Calgary line. 

Tiere would be no point in shipping it twice. 

Q The point I am making is this, there is a chance that 

the general demand will be built up which will take 


care of the possibilities of other pools being brought 
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QO 


in. In other words, these two things offset each 
other. 

I cennot say that at all. I cannot see how an oil 
line to Vancouver ean have any effect whatever on this 
system coming into Calgary. I think that a line from 
Turner Valley to Lake Superior would have a definitely 
bad effect on the shipments, on the present rate of 
Shipment of this Calgary line. 

vaLboyou grant. this,. that: if a pipe line is pun ia 
from this Province to Vancouver, that then a new 
market will be built up for oil from this *“rovince*’ 
Indeed it will. 

All right. Now there is also, as you say, a possibility 
that other oil fields will be brought in in this 
Province, which othert:iise would come into competition 
with Turner Valley crude? 

That is true. 

Now then the question 1 am pueeine to you is this vias 
it not reasonable to assume that the possibility of 

a line to Vancouver opening up new oil sales, that 
possibility offsets the possibility of additional 
fields being Giscovered in Slberta? 

I é@o not think so, because I know the cunditions 

and we all know the conditions with respect to the 

oil market on the Pacific Coast. It is inconceivable 
to me how any ae erude, at present or in the 

near ee could possibly be transported tc the 
Pacific Coast at a prioce which would permit of its 
meeting the California competition. 

You know, do you not, that it is possible, if the 


tankage were available, to ship gasoline from Texas 
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around through the Panama Canal, ana sell it in 
Seattle in competition with the oil from California 
and make money on it? 

A Sea ttle is on the Coast. You take coast points 
that can be reached by tanker, they are very close 
together. They are not geographically but price-wise 
they are. But now we are talking about shipping 
Alberta crude across the Continental Divide to 
Vancouver, and kaving it compete there with Cali- 
fornia or other crudes which are available by water 
shipment. I just do not think that is economically 
feasible. Certainly I do not think the chance of 
that line being built is at the present time equal 
to the chance of additional oil being discovered in 
this rrovince that will disturb this price situation. 

Q ‘ould you give the possibility of that line being 
bugit.ae chance of 1 to 40% 

4 I had not thought of it that way. I have mde 
estimates on it ahd I cannot see how it vill work. 
Your guess is as good as mine. 

Q Do you have any idea of the average possibility 
of the discovery of oil by wildcat wells? 

4 I have not reduced that to mathematics. You are 
far more competent than I am to do that. But 
I do know that there are high hopes invarious quarters 
of commercial oil being found in this Province other 
than in Turner Valley. Now, if that happens, I think 
the earnings of this pipe line will be seriously 


affected. 


Providing no additional market is obtained for that oil? 
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Q I am coming beck to this Interstate Commerce 
Report which has been marked Jxhibit "99", oe in 
eonnection with the figures which you have presented 
the Commission concerning the size of these lines, 
the length of the gathering lines and the length of 
the main lines and the quantity of oil shipped during 
a particular year. For purposes of comparison is 
it not true that in comparing pipe lines, that all 
the various elements that go to make up the economic 
operation of a pipe line must be considered in making 
any true comparison’ 

A Yes, that is true. 
Vould you enumerate the various things that must be 
taken into consideration by any one attempting to 
compare pipe lines such as you have mentioned? 

A yell the investments, the volumes handled, the operating 
costs. I cannot think of any others. 

Q Taxes? 
Taxes. That is part of the operating costs. 

Q The length of the gathering lines and their propor tionad 


part to the total amount of line system? 


A That comes in. 

Q The amount of oil each individual well makes? 

A That gets back to the number of connections to the 
gathering systt?m, yes. 

% The type of oil that is moved’ 

A To @ minor extent. | 

Q The amount of storage thet is provided either through 
regulation or through their own policy*% 

A That is true. 


Q In other words there are a great number of factors that 
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must be given critical consideration in making any 
comparison of the pipe line rate, is that not true? 

If you attempt to fix one rate on one pipe line 

Simply because anotler pipe line has the same rate, 

of course that would be an error. You cannot do that. 
All I am trying to show here is that generally speaking 
in the United States the rate for gathering and short- 
haul transportation of Companies that are generally 
Similar do not depart materially from this rate heres 
However, there are rates - that lines comparable on 
the same basis as which you have used, those lines 
that do have rates as lowas 7% cents? 

I do not know of any line with a combined gathering 
and transportation rate of 75 cents, that would 
compare with this. There may be. 

You would not say there were not? 

No, I would not say there were not. 

Es it not also true that peciment on ear of short pipe 
lines, such as those you have mentioned, that their 
rates have not been reviewed by a competent 
Commission, where all the facts are brought out? 
LAtnink thet is: true. Ioknow of no gethering rete 
that has ever had a eritical review. 

In other words then, the mere fact that the Company 
has put a charge on, puts those charges more or 

less in the same class as the Tariff which was 
originally put on here by the Royalite, and changed 
from time to time at their discretion. 

Yes. They are fixed by the Company, in accordance 
with genoral practice. If there are no complaints 


they arc put in effect. 
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That is true of the three companies you mentioned 
in your report? 


I think that can he fairky said to be true. 


Q Is it two you said were handling oil for the parent 
company? 
4 I do not want to make a general statement. I do not 


know. I know the Toronto pipe line in Montana handle 
oil which it purchases, and handles it on ascount of 
its parent company. There may have been some small 
exceptions. In the Arkansas pipe line I think for 
the most part it transports oil which either it or 
one of its affiliated companies owns. There may he 
exeeptions. The same thing holds true with the 
International. 

4ll three in the same category? 

A There might be exceptions. I do not want to tell the 
Commission that is so because I do not know enough 
about it. | 

Q That is the best knowledge you have, however, with 
respect to the three companies you have mentioned 
in your report* 

A Generally speaking they carry their own oil. 

Q Their rates have not been the subject of review by any 
regulatory body? 

I would not want to say that. 
Q You do not «now of it being so? 
Noyrurco not know of it being so or not being so. 
I would sey of its gathering rate I would be surpriscd 
af it had been reviewed. 
Q MetemoObs doo were ETPounn s Mir Hii, this Dfieurs 


of {1,700,000.00 that you gave. You gave that as 
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the value, the reproduction value ef the present time, 
at the end of the yeer. You also gave as the other 
extreme a value of about 10% was tt, serap value 
of the system? 

re) No, I Gid not make any oalculation of scrap valus 


except on the rate of 5% at the end for salvage. 


Q 5% to 10” you said? 

A Yes. 

Q In the differmece between those two values, is 
there ahy factor that enters into that except 
profits derived from through put. 

A I am not quite certain that I understand your question > 
just as you worded it, but I think I know what you 
have in mind. 

Oe I perhaps might make it a little clearer. I am not 


trying to put a catch question. If there were no 
profit or no through put providing profits, the value 
of this concern would be its s6can value? 

A Salvage value. ‘hen this company ceases business, 
ceases to operate, it will then only have what can 
be realized from the disposal of the materials left 


there, a salvage value. 


QD 


As against that today in your opinion it has a value 

oe 07.700 7000.:007 

A Yes. 

Q What I am asking you on that is, does not that depend 
exclusively on profits? 

4 No. ell you mean any extent of profit? I fea as 

long as it has earning power and is a live business, 

it must be considered at a value somewhat in excess 


of its bare bone value. That is it has componcnt 
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costs making up this physical plant. Because 

it is alive, organized and going.) 

.chat I was trying to put to you ane investigating a 
little further was, that its value, vhatever its 
amount, really depends on the pipe line rate and the 
profits accruing from that? 

No, I have made no attempt to capitalize earnings, 
because I do not know what the earnings are going to 
be of this Company after the rate has been fixcd. [ 
assume a rate will be fixed fairly, and the Company 
will be allowed to earn money. 

You are assuming at the moment a 15 cent rate? 

I made no assumption of a 15 eent rate. I have said 

i think a 15 cents rate is reasonable but 1 do not 

tie my $1,700,000.00 back to the 15 cent rate. 

But you do figure it out on that capital a 15 cents 
rate will give you 13.3% profit? 

Yes, but I do not tie that 13.3 back to my 

ol, 700,000.00, and say if it does earn 15.5 it is worsen 
me er0O;000s00, and if .it only eerns »10,000.00 At) is 
less. I have not made computations. Because as long 
as it can stey going and alive, with sarning power and 
earnings, whatever the earnings may be - assuming they 
are fixed lawfully and properly, then I say that 
property has @ going value. 

Suppose a rate were struck, or the conditions were such 
it could only earn 100.00 a year net profit? 

I would give it very little going value then, because 
that would be the end of earning you might say. It 
has thon no earning; power, 


Does not that bring your capitel structure back to the 
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scrap value or approximately the Scrap value? 

If it never could earn it would have nothing thens 

If it never could earn it would not be woth havingi 

It would be just sorap, junk. 

It would be just scrap. 

Does not that bring you back to what I was putting to 
you that your figure of .21,700,000.00 really depends 

on the earning capacity which depends on the rate? 

It depends on the rate being fixed at a point that will 
permit of the Company earning a reasonable sum. If 

it has that it is all it can expect... But I have not 
capitalized the earnings in giving my ,1,700,000.00. 

I have added up my physical property and 1 have made no 
allowance for the fact this Company enjoys these utility 
services, but I say on account of the fact that it does 
enjoy these services, and because it is a live instit- 
ution with earning power, it has a value in excess of 
the figure shown in the two columns I have listed 
there. I have made no attempt to capitalize carnings. 


If we were to capitalize carnings over the past period 


we would arrive at an entirely different figure, depending 


on the rate of capitalization we use. 

Let me just try and work it out in my own way. ‘Je 

are agreed on this. If the earnings were only 100.00 
your capital value would disappecr. 

If that is all they-could ever pay, witn whatever 
management and whatever skill: 

Yes. 

Sereap value. 

Scrap value. Then if the earnings were say 100,000.00 
a year, that is the net earnings? 


&100, 000.00? 
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q Yes? 

A It would have earning power then. 

@ It would have earning power then, and in that case on your 
three years' basis would not tht bring us to a capital 
velue of about S300, 000. 00% 

A On a capitalization of earnings' basis, yes, but I did 
not use that. 

Q Ll am not tying vou down to your figures, but I am trying 


to think it up and work it up with your help? 

A if this property could only earn ,100,000.00 a yeer, 
its going value would only be 6% for instance. It would 

still have many elements of the going value. It would 

be alive. it would have earning power, and I think 
it would be considered substantially as Il have considered 
it there, because I have not added anything for capitali- 
zation of excess earnings. 

& Do you say that the figure would be the same whsther 

the earnings were ‘100.00? 

Noe 

Or $100,000.00? 

No. 

Or $400,000.00 or whatever it is? 


es came ames? se 


I say it would_have-maide no difference in my going concern 
eee phene as between 100,000.00 and »400,000.00, 
because those are both - $100,000.00 is roughly 6%. You 
can fix a 6% return here and I do not believe you would 

be confiscating the Company's property. But I have not 
attempted to capitalize any earnings whatever. I assume 
the Company has earning power and that a fair rate will 

be set by whatever body sets the rate and the Company 


will be permitted to exist and earn money. 
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Well, supposing the facts were that say two iinawee or 
three hundred thousand dollars capital were origisally 
provided for this company and that all this other super- 
structure has come out of this rate in the past, would we 
be treating the company fairly to give them the full return 
on their $300,000.00? 

And no more? 

And wish them "Good luck" in the excess they have got in 
the meantime? 

No, sir, you would destroy whatever going value the 


canpany might have by that attitude. You would, in effect, 


confiscate $1,500,000.00 of this company's property. | 


Would it not be equally justifiable to say that in the 
past the company had. I will not use the word "confiscate" 
but had received that similar emount from the producers 

of oil in this Valley, owing to the fact that they hau a 
monopoly and Le there was no other means of getting the 
oil away? 

I think your Honours Will have to settle that question, 
sir. I know what the law is in my country but I do mt 
know What it is here, but I will leave that to the pro- 
fegsion, the legal profession. 

You do not think you can give us any help’? 

I have my own opinion upon it but I think it is entirely 
legal question andi did mt include law in my education. 
So far as I 2am concerned, Mr. Hill, I am just putting it 
to you? 

I have my own feclings about it, which I have expressed to 
you, that if you take such acticn you would confiscate 

#1 300,000.00 of the property of this company which it 
owns, no matter where the money came From 12s Vase 


company's property, the legal title. 
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would that state of confiscation exist if thee got a 
profit of $100,00C.00, instead of four, I think you 
dealt with that a moment ago? 
PRESALE yOu, on my- Opinion, and you know in the law my 
Opinion 18 worth nothing yo... 
iam asking for your opinion? 
In my opinion, if you take any account of the excess 
earnings that this company has made in the past, that is 
an adverse account, you will be confiscating, in Sireoy,s 
the property of this company. 
But should we pay them or should we suggest a rate that 
will give them from 13 to 28% return on that money far 
the future? They did not have to provide it themselves 
or anythine. 
They didn't what? 
They didn't have to find it themselves, it simply came out 
of the rates in the past? 
But they have found that money, they have chosen to re- 
invest that money in Turner Vallesy. 
Which they have received from the wells, and from the 
public?’ | 
They have received from Whoever paid it to them, now...... 
Yes? 
when they received that money it became their property 


Now 


5 


to dc with what they saw fit. They could have taken it 
completely out of Canada if they had chosen. Trey. didn't 
choose to do sc, they put it back in this plant and it is 
their lawful property, and I can only repeat, if you 
adversely affect this rate by reason of excess income in 
the past you have in effect confiscated that campany's 
property which it Lawfully owns, in this property, 


that is my opinion. 
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Q 


eS Pe, ae 


Well, assuming that just for the moment, is not all 
element of risk gone; or is it? 

This company has been very fortunate in the past, but 
phere is,one thing I:want to point out to you, and that 

is that its past earnings came largely from other services 
than transporting crude oil. 

We are dealing with the pipeline diviSion only? 

Wes, ioknow. 

And not with the rest of it? 

from transporting these naphthas. That day is gone. 


Well, T just wanted to get your view, Mr. Hill, thank you 


Som adi, 

THi CHALRMAN: Can you transport naphtha more 
cheaply? 

No. 

THE CHAIRMAN : That is all, thank you. 

MR. FRAWLEY: Just so we understand your use of 


the word "confiscation", you.say that such @ case would 
be confiscating the property of the company, do you mean 
these vast eamings? 

No, I say this, that if you refuse to nermit the company 
to earn on the property which it now has, however that 
property may have been paid for, whatever source the 
particular dollar came from that bought that, you are 
declining the company a return on its property, you are 
destroying its value and, therefore, you are confiscating 
it; in effect, you are depriving the owner of the lawful 
use and enjoyment of that property again. 

I see what. you mean, the earning power? 

You are destroying its earning power. 

He puttings its earning power Aown to a place below which 


you think it should go, that is destroying the capital 


} 
oy 
Boat 


hey 


er 


Ping) 


ye 
' 
. i . 


Edgar G. Hill. 


-2602-= 
va lue? 
Nes. 
DR. BOATRIGHT: Me Hidd, in etrect, Anstead ot 


destroying the capital value of that $1,500,000.00, which 
you mentioned, you are destroying the whole capital value, 
are you not, by that procedure? 

BE ois ase 

in other words, let me put it this way, in the event that 
the company's $1,700,000.00, of which $300,000.00 represents 
new capital that was taken from some source other than the p 
earnings, and that $1,400,000.00 was taken from past earning 
anda rate was put in on the basis of that $300,000.00, 
then, in fact, that would be confiscation of the whole 
$1,700,0C0.00, would it not, rather than the $1,300,000.00, 
because it would put the whole business into the pusiti on 
where it Would have to cease? 

Yes, would have to cease, because you cannot destroy four- 
fifths when it comes to a business and try to support a 
business on the earnings of the remaining small fraction. 
Practically, you are right. Theoretically, $300,000.00 

has not been destroyed technicallv, but practically it has. 
You cannot senarate a piece of that business and say 
"Operate that and not the rest". 

DR. BOATRI GAT. That aS Fright. 

MAJOR LIPSET?Y : But is that quite sound, supposing 
the whole business as it is to-day, was earning not 
$800,000.00 but 3200,000.00 or gl00,000.00, or any sum 

you like, that would not destroy anything, would it? 

You mean if this company. ..c-.e 

Over and above its expenses, if over all its expenses, 


let us take $200,000.00....+6 
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I do not believe it will earn very much more than that 


next year, | 

But that is not the point? 

No, you are not, you are permitting an earning of 

$200 ,O000,00 on a figure of a million or anything like that, 
you are not confiscating the property, but I say if you | 
Wipe out Whatever capital is in here from past earnings, 
then you are confiscating it. 

THs CHATRIaN ; There is this much, Doctor, 

if it is necessary to confiscate property in order:to do 
justice Werwill confiscate It, is this: realiy oto oosnt, 

Mr. Frawley? 

MR. FRAWLEY: No, I do not think so. 

WITNESS: I did not seek this argument, I have 
just tried to answer the question, 

MAJOR LIirsalt : Yes, I understand, and you have done 
so freely. 

THE CHAIRMAN: I think we will take a short recess 
now, 


(A five minute recess was here taken.) 
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KuNNSTH MORRISON, having been récalled, 

examined by Mr. Frawley, said: 
Mr. Morrison, Major Lipsett asked you some questions the 
other day and probably before you resume your own. report 
are you able to dealuwith those matters? 
Yes, Mr. Frawley, at least some of them. Major Lipsett 
enquired from Dr. Boatright with regard to the pipeline 
losses in the years 1933, 1934 and 1935, during which 
neriod it aprears there were certain commodities from 
Which no deductions were made ind I have that information 
on page, the statement is statement No. 26; from the 
period of 1935 there were 185,559 barrels of absorption 
naphtha, from which no deductions were made for line 
losses. Now, had the usual 3% deduction been made at that 
time it would have amounted to 5507 barrels, with a 
value of $16,113.98. Now, it will be recalled that during 
that period the Imperiak Oil Limited took the oil as 

delivered irrespective of weer it was more or less 
than that which they had paid for. Had the deduetion 
been made the loss would have on this statement appented 
to be that much less, but it would not have affected the 
relationship as between the two companies. The naphtha 

in question is all that of the Royalite Oil Company. Now, 
they did not make any deduction on that 185,000 barrels. 
Mason LirsetTr : fas the effect of that then, Mr. 
Morrison, that they threw this loss over on to the Imperial? 
Mat Ss Lrue, Sits 
Anda the Royalite got the benefit of that? 


Yes, the Royalite Oil Company, by not having any deducti on 


made, and in the year 1934, so that you may have the figures, 
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Sir, the deduction would have amounted to ily(os: barrels 

or a value of $29,365.89. In other words, it would 

have been greater than the actual loss which was sustained. 
Q In that year if the deduction had been made instead of 

the Imperial showing a loss of $19,000.00 the Royalite 

would have shown a gain of $29,000.00? 

if it had been so absorbed the same way. 


The same as the others? 


E ap) 


A Yes, and in the year 1935 the figures are 3,174 barrels, 
with a value of $7,410.69. 

Q Which agein would have shown a profit to the Roysalite*? 

A Yes, it would have shown a profit to the Rovalite had 
there been an adjustment on the same basis as they are now 
adjusting, that is to say, they are making deductions 
from all products, whether it is their oWn or purchased 
from some other company. 

Now, the-other question, sir, 
was in connection with the capital investmmt for the 
years, 1936; 1957 and,1938.. Now, b.do not knows, sim, 
whether the information contained in Exhibit No. "100", 
which has just been submitted by tir. Taylor, will supply 
what you had in mind, but I will just refer to it; on 
page 5 of iir. Taylor's report they show the net profit 
for the period of seven years and nine months ended 30th 
September, 1938, of $1,149,222.57, and of that amount there 
was re-invested in the business in the form of net 
additions to capital assets $834,000.53. The balance of 
the net profits which was not re-invested in capital 
assets of $515,221.84. 

6) WAJOR LIPSETT: That will give them a profit of 
about 545,000.00 a year, plus 834,000.00 of new capital 


back into the business? 
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Aporoximately that, yes, taking eight years in round 
figures it would be $40,000.00 and $320,000.00. hae 6 
Was $315,221.84;0f the net profits over and above 
depreciation there was $834,000.00 reinvested in the 
business, leaving profits over and above the investment 
of $315,000.00. 
TH: CHAT RIAN: Would it be possible, I suppose it 
would be no trouble for you and ‘ly. Taylor to make a 
tabulation of what was invested by this company in its 
pipeline division at the very incpption of the compa ny, 
and thereafter year by year what, from that beginning what 
capital investment was in fact made and secondly, what 
profit or loss, as the case might be, was made by this 


company year by year from the time of the starting up of 


this pipeline business in respect of pipeline matters? 


weil, the, first portion. of ity, sir, that isthe investment 
year by year, 1 think could be fairly readily ascertained. 
There are certain difficulties there. For instance, would 
one inciude in that figure assets which may have been 
purchased or put into the system and have since gone out 
and are not now in use or would those be eliminated as we 
come to them? 

I think they should be in, with a notation that they are 
not nav in use? 

Very true, then with regard to the second portion of 
ascertaining the profits of this Division; now, Mr. Taylorts 
statement goes back to 1931. Uur statements commence 
with 1934. The heals of the company prior to 1931 are 
such that it aeeis a task, in fact almost impossible, 

to accurately Are the net nrofits of the company 


without a very large amount of work, sir. We could 
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ascertain the gross revenue of the company during the whole 

period but there are certain expenses which, of course, 
must be allocated to those revenues 2nd for OrLor bom 
Pose Very. very difficult task. 

ner orior +t 1931, What is that, five years? 

eve Wears. ° S17 

You say that the company's books do not show in the five 
year period whether or nat its pipeline operations operated 

at a profit or a loss? 

Certainly the books do not show. Now, I do mt knoe 

whether the statemente which have been referred to here 

as "Jersey statements" were preoared back to that period. 

Wik. NOLAN: I cannot say. 

WITN?.SS: That wo uld be the only source 

which might give some indication as to what happened. 

I mean to say, we have had a lot of talk about profits 
to-day and if they are ever to be reflected in a rate and 
under some theories they might be, it would be most unfair 

without knowing as to what the situation was in the first 
five years, they might have been operating at a great loss. 

MR. FRaWLY: If tr. Burns were here and he wmuld 
tell us, and we should be able to find out if these 

Jersey statements were prepared going back to 192%, 

MR. FRAWLEY: If you had those, Mr. Morrison? 

It would be sae indication, but I would not suggest that 
that would be an ascurate reflection of what the company 
or ourselves, if it Was possible to get the figures, 

would suggest were the profits fa those years. 

But it would be something useful? 


Yes. 
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THE CHAIRMAN: It might be well to bring Mr. Burns 
pack. | 
ne PRA TURY : "VES 
TH. CHARMAN: He is secretary of this company and 


if he cannot say whether the pineline division of his 
ClUllany operated With a profit..... 

MR. NOLAN: He cannot say that for 1938, sir, 
and that is the whole problem that has confronted these 
auditors, and that is to break down these indirect costs 
to show for the purposes of this Commission whether it was 
a orofit or‘a.loss. 

TH.s CHAIRMAN : t can see that might be a difficulty, 
to show how much was the profit, depending upon how ya 
aliocate it, but I did mt understand him to ce and did 
you, that there was a possibility that he operated this 
division at a loss? 

MR. NOLAN: No, but then there is the question 
Or the amount of the profits.over all these years from 

the beginning right up to this time, and it is nobody's 
Peult. : 

TH: ChalRMAnN: verhavs not, but I just wanted to 
know whether ifr. Burns could say, and you might call him 
for that nurpose, whether or not he operated at a loss or 
a profits It he does nov know how much profit or how much 
loss, that is another matter, but he surely should have 
same idea whether he operated at a loss or a profit. 

MR. NOLAN: You were asking for the orofits a 
moment ago for the early years? 

TH. CHal RAN: T understand that is very difficult 
to ascertain and might involve a great deal of work. 


Well, it may or may not be worth while, but I think it is 
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worth while trying to ascertein whether in the Opinion of 
these responsible officers this company in its pipeline 
division operated at a loss or a profit. 
MR. FRAWLEY: © &nd thet would only be.with respect 
to the period prior to 1931 because-with Mr. Taylor's 
work now you are able to Say, are you, what profit they 
mode An 1951, 1952, 1935, 1934,.-1935, 1986. 1957 sand) 19487 
A reo, and) 1 thinkthal other: portion, sigjy if itwas 
satisfactory to know whether it was a profit or a loss 
and not ascertaining a definite amount, tha I certainly 
think the officers of the company should be able to say 
toe teror- the, record. 
Q MaJOR LIPSETT: Ap roximately the profit, because, 
Mr. Frawley, there might be the situation even on this 
view of the case, that in the first several years the 


company was spending a great deal of money? 


MR. FRAWLEY: Yes. 
MAJOR LIPSSTT: Running at a loss for the purpose 


of building up the business? 

MR. FRAWLEY: Yes. 

MAJOR LIPSET?:: And it might be said that we should 
take the profits into account, and if we did it wouldbe 
only fair to take the Losses into account, in considering 
the building up of this very fine business which they 
have now got. 

MR. FRAWLEY: Quite so. wWe will do the best we can 
ano Gadi yo ho. Burns. 

THE CHAT RAN: and it may be that this Commission 
will conclude that neither one nor the other should be 


considered, that is neither losses nor profits, but we want 
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the record complete and not just one part of it. 


Q idRe PR WLeY: Now, you were going on? 


Well, now, the other portion of Mr. Lipsett's question 
dealt with the daily averages of pipeline earnings and 
that 1s presently being ascertained, sir. 
MAJOR LIPSETT: Thank you. 

G MR. FRawLiy: I am not clear just as to where you 
were When you were last giving evidence? 

A de were dealing with the statement on pages 2, 5, 4 and 5, 
and it may be recalled that I was giving a comparison of 
the results for the period ended 30th September, 1938, 
oh the various bases, that is on the five year basis, 
frpompthe first of Jamary,; on,;the ten; Tiftesn, twenty, 
twenty-five and thirty, and on the basis of the depreciae 

tion as shown by the books of the company. 

e} Oh, yes? 

A And at that point I had some misgivings as to the accuracy 
of the percentages shown as enna the return on investment. 
Yes? 
But Ll found that those aré cGaite in -orcd@r, jhe coulusing 
part was that this was a nine months' period, that the 
figures are quite in order, that the return on page 2, 
for instance, of 57.52% in respect of the earnings for 
the nine months ended 30th September, 1938, on the basis 
of depreciation of five years from the first of January 
Us 57,07. 


MAJOR LiIrSsttT : Per annum, you mean? 


& 


That is per annum, yes. 


Q 7’R. PRAILEY: | Then you were going to go through 
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the other year periods and give us just two or three af 
the figures which you show in your report, as I recall 
now? 

A Well, we had assumed in respect of the direct and indirect 
costs, - not assumed but had pointed out that the statements 
were all prepared on the same basis, that is showing the 
detail of the direct and indirect expenses. 

Q Yes? 

A Now, these statements on pages 2 to 5 insofar as they 
deal with the years 1934, 1955, 1936, 1957, 
are made up on preciscly the same basis as the one Which 
I have just referred to for September 30th, 1938, so 
that those are the Baeicennnl ce) says on the various 
bases as to profits, net investment and rate of return 


on investments. 


(Page 2612 follows.) 
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you will remember we were talking the other day about 
whether this pipeline investment was a proper thing or 
was not a peober thing, this profit made from pipeline 
deduction. 

Oh, the adjustment. 

The pipeline adjustment? 

YeBe 

Is it clear that that has nothing at all to do with ar- 
riving at the cost? 

That is correct, it has no bearing whatever on the cost, 
it is a matter of revenue and when I spoke of costs it 

has no relation to the present rate of 15¢ which is being 
Charged nor to the pipeline adjustment which is made pos-— 
sible by the deduction of a certain percentage as an 
insurances against loss. 

Nor to the itema which you show as added up to on page 2 
8.417¢ being the cost on a five year basis? 

That is to say that the 8.147¢ per barrel has no relation, 
Girect s3lation to the mrnings of the company. 

Yese 

That is true, that is the cost that it takes to transport 
a .bvarrel cr oil. 

All right. Now we will just go on. 

MAJOR LIPSET?: Mr. Frawley, I am sorry I missed 
getting that 8.what? 

MRe FRAWLEY: 8.417¢ cn page &- 

WITNESS; That is the total cost for that 
charge of transporting a barrel of oil on the basis of using 


depreciation of five years from the lst of January, 1939. 
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MAJOR LIPSHETT: Is that subject to this qualifi- 
cation, Mr. Morrison, that the income taxes on that figure 
(Os eh els 

A On the 15¢ rate, that is correct, sir, and I want to point 
out when I come to that statement something that could be 
quite easily misconstrued as to what the rate should be, 
that is what the cost would be if the rate were reduced be= 
cause the cost would be reduced if the rate is reduced in 
respect of income taxes. 

Q Would there be any other figure which would be affected ex+ 
cept the income tax figure? 

A That is the only figure which would hs affected, that is 
correct, because the income tax figure is the only cost 
figure which is dependent upon revenues 

a) Yes? 

A Now the next statements coming in order are those shown on 
pages 6 to 9. 

Q Perhaps if you take, is there any value in taking the state- 
ment on page 5 which is the expenditures and depreciation 
which are shown by the company itself and putting those. re~ 
sults on the record? 

E I can make a comparison,I think they have already been put 
on the record but I will repeat them. 

3} You have put them on the record? 

A 7.929¢ per barrel as being the cost on the basis of deprec~ 

lation as taken by the company. 

Yes, and 8 ~~ 

8.92l¢ represents the net profit per barrel. 

You say that has already been put on the record the other day? 

Yes, I gave all of those figures. 


All right, Mr. Morrison. 
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Now dealing with the statements shown on pages 6,7,8 and 9, those 
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in turn are the headings of the statements which we have 
just dealt with on pages 2 to 5 and probably they Gan %ve~ 
most easily understood in. this way, that we will take the 
same period for 1938, September 30, on the basis of five 
years, which is the first basis we have used in each case 
and the first figure, just using the cents per barrel, it 
wlll be noticed that the figure show is 8.417¢, which is 
the total cost on that basis for the nine months ended 30th 
September, 1938 and the profit figure is 8.433¢. That 
profit results in a return of 57.32% per annum on the net 
investment on that basis. 

Now we come down to the question of a return on invest«+ 
ments and this is the first statement where this particular 
feature appears and we have put on here merely for infor- 
mation the cents per barrel and also the amount involved 
which would accrue if the company we will say just for the 
gake of illustration were entitled to 10% per annum on 
their investment. In this case it would mean, page 6, the 
cost I have already stated as being 8.417¢; 10% per annum 
on the net investment would amount to 1.471¢, Bo that the 
total cost including the return on investment on that basis 
a Gd the cost includes income taxes on the rate of 15¢ a 
barrel would be the sum of 9.888% per barrel. Now that does 
not suggest that if you have a rate of 9.8889 per barrel 
that the company will only receive 10% on its investment, 
because you see we have still a further element of profit. 
In other words we have shown a net profit for the year is 
8.433¢ and all that this statement purports to do is to 
take from that 1-47l¢ and there is still left a further 


profit to the company of 6.962¢. 
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I would like to endeavour to make thet as plain as 
possible because that is quite involved. I think 
probably for the purposes of this illustration we 
could go right ‘to No... "1". Statement. It has: the 
same figures on it. 

MR. NOLAN: Let me be quite clear. 

Our statements No. 2, 3, 4 and 5 were only arrived at 
by the net profit for the year. We took no considera- 
tion, of the return on investment at all. 

On ey 5,4 and io? Tat. 1s.correct. 

We pick out the figures 8.417 and 8.433 from that 
statement.and go on from there? 

Yes, and go on from there. 1 am suggesting for the 
puUmpPOseLot claricy we’ eo to statement No. Ll. %e.. Will 
probably find it here illustrated what I have in 
mind. Using the very first column we have-5 years.. 
The Gost it will be recalled, was 8.417 cents. If 
the Company were to get 10% return on their money - 
and I have no particular thought in using the 10%, 
it is just the last ome on the page - the cost would 
be 9.86 cents per barrel, compared to the 15 cents 
that they collected. In other words there is still 
a profit aecruing to the Company over and above the 
10% return of, well the difference between those two 
figures, approximately 4.2 cents, comparing it with 
the 15 cent rate. You may recell that the actual 
revenue per barrel for that year was 16.85 cents 
because the pipe line adjustment was regarded as an 
earning. So there would be a profit to the Company 
still, after allowing it 10% of 6,962 cents per 


barrel, 


Hone & 


3 ie ieee: bats h et raed eh onal te bat a 
CU ais Ne i ate Ate aie whe ieee at, okups en 
\~ } 
i, 4 i ag ne od ” | 
i Rf mee “ ree tan bb 
aan) ‘ A 5 


anita tien @ 


br pemen 


he ck 
Aen? 


Kenneth J. Morrison. 


COLO Ke 


KR. FPRAVLEY: Without drawing you ah ee 


fs) 
Ke 
e 
o 
e 


the track - if it does so you tell ne - you could take 
that 9.888 cents and break it up for us without a great 
deel of trouble. It was under 5 or 6 heads, what is 
really in there? 

A That represents on Page 2 you will find 8.417 cents, 
and you find how that is made up. It is made up..... 

Q ‘fe will just call it that? 

A Yes, I will give you each individual item. Direot 
Operating Cost was 2.806. 

Q “Ve are going to break down the 9.888% 
That is correct. 
Ané the first thing is 8.417 cents? 
Yes, 8.417 cents has already been giiven to you in 


detail on Page 2. 


DD 


“Ye take that as the first one? 


A 8.417 cents being the total cost. 


Q Yes, 8.417 cents, tit is: the total cost? 
Yes. The next figure is 1.471, being the interest at 
10% per annum on the net investment. 

Q Tha t is interest at 10%. In other words we have been 
calling that return on investment? 

A Return on investment. Correct. The sum of these 


arrives at this 9.888 cents. 

Q That is 9.888 cents, would that be the rate. ‘/ould 
that be all they would get, 9.888 cents? 

A Wo, at that rate, allowing them 10% there is an 


addi tional profit as well of 6.962 cents per barrel. 


Q Under the existing circumstances? 
A Under existing circumstances. 


Q But this 9.888 cents gives them back their total cost, 
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inoluding amortization’? 
y.) Yes. 
Q Bnd a return on their investment of LOp? 
h Oh no. That is the point I want to make quite clear. 
It does not mean that. I have worked out how your 
particular problem would be solved. The rate on 
a 5 year basis of 7.921 cents will give to the 
Company 10% on its investment. 
, I do not know whether this is getting off on side issues, 


but would you break down the 7.921 cents? 


AL That includes total cost before income tax of 6.0355 
cents. 
Q Does that appear quite well in your statement? 


I can give you the figure making it up on Page @ of 
my Report. You will find cost before income tax — 
of 6.022. That is on Page 2. Then thére is 4 
further cost, which is not subject to Income Tax, 
of .013 cents. 

Q That represents losses on sales or retirement of 
equipment. 

A Yes. That gives you a cost, a total cost of 6.035 
cents per barrel. Interest at 10% amounts to say 
1.471 cents. The Income Tax will be .415 cents, 
and the resulting totel 7.921 cents per barrel will 
represent the total cost plus a return on investment 
at 10% on the basis of 5 years from the lst of January 
1939. 


And what is the difference between that total cost and 


> 


the rate per barrel? 


A That is the seme thing. 
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The same thing, all right. That is when you include in 
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your cost a return on the investment, and tmt is all 
they get? 

Those are the component parts of a rate in my opinion, 
are the total cost, including depreciation and income 
tax. Then when you add to that the return on investment, 
at an agreed rate, you have your rate. 

What you are doing in your statement 1, you are showing 
what these costs were compared with the actual rate per 
barrel that they now get? 

That they are now collecting, that is correct. 

MR. COMMISSIOiaR LIPSeTtt: That, ir. Morrison, is on 
the basis of the total net capital, on your figure of 
9897 ,448.00% 

TRA 2S) -GOLTO CT. 547. 

And this figure that you give, would give them back all 
that capital in 5 yeers? 

in 6 years from the lst of January, 1939.. That is 
correct. 

And provide Income Tax’ 

Provide Income Tax, yes sir. 

And give them 10% on that $897,000.00% 

That is correct, 10% per annum. 

In addition to giving them the whole money back again‘ 
Yes, by amortization. “e have dealt with the matter 

of depreciation on the basis that we go right back to 
the beszinning of time. ‘ve disregard the calculations 
that have been made, and set up a new basis of accrued 
depreciation. On that basis we find a net book value 
of the investment asat say the 450th of September, in 
this case, amounting to 3897,448-07. ‘whenever you 


change your base you are changing the amount of the 
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net investment as will be seen from the statement. 

For instanee the next year it is a 10 year period 

and the net investment is {§1,025,957.63, the reason 

for the difference being the amount they accrued less 
depreciation on the longer basis. 

ZI understand that. There is this other factor, Mr. 
Morrison, as well is there not, that you are assuming 
this, may I call it profit for the moment, this pipe 
line loss, was that taken on the basis of the experience 
for the Pirst nine months or on the basis of this reduced 
allowance? 

It does not enter into the calculations at all, Sir, 

it is strictly on a cost basis. I merely am showing 

it is costing them so much money to transport the oil 

and then I will add to that the cost of the return on 
their investment at 10%, and then I can compare it 

with what they have actually got. The difference 
between the two is additional profit. 

Yes, I follow now. Then your figure on this basis 

will be correct, assuming the pipe line loss...... 

I do not think it would have any effect whatsoever on 
the calculations I am making. That is if that suggestion 
is agreed with, the rate is based on the cost including 
depreciation plus fair return on their investment. 

That is the rate they are to get. ‘shat they actually 

get insofar as pipe line losses are Goneerned may be 

more or less than that, according to whether you say 
that percentage of deduction is sufficient insurance 

to take care of all their losses. 

You would not put it into costs at all then? 


No, because it had not been an element of cost. ven 
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if it had been a loss I would not have regarded it 

as part of this rating. I would gay that would be a 
matter for the adjustment of the Pipe Line Loss 
Deductions by inerease, if the experience of the 
Gompany had been they were losing money in respect 

of that, than the romcdy,is to inerease the amount of 
the deduction. 

G, Yes, I see? 

& Now the effective rate figures for the purpose of the 
record, on the other basis, on the ten year basis,~ 
that is to say the total rate which would apply on 
a ten year basis, and I am just giving the total figures, 
would be 7.391 cents per barrel. Ona 15 year basis 
7.10 cents per ecarrel, ona 20 year basis 7.034 cents 
wer barrel, on a.25 year basis 6.960 cents per barrel, 
on a 60 year basis 6.911 eents per barrel, and on 
the basis of depreciation as used by the Company 7.435 


cents per barrel. 


@ The first figure, bir. iJorrison was 7.921? 

A That. is, correot,, Sir. 

A MR.NOLAN: That is five years? 

4 Five years. 

Q MR. FRALEY: All right. 

A I think that deals with all the phases and all the 
statements that I have presented, lir.Frawley. 

Q Just let us see now? 


A It being understood of course, that the same method of 
preparation has been followed. 

G You really left off at 6. ‘Jould you run through 6 and 
7, just to say what they are for the record? The next 


group of statements are 6 and 7? 
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& And 8 and 9. 

g Bote Oo and Ds yes~ 

A They are a summary showing the return on invested 
capital for the years 1934 to 19357, and for the 
nine months ended 30th September, 1938. I made 
up Page 6 on the basis of 5 and 10 years from the 
lst of January, 1939, and on Peze 7 on 15 and 20 
years from the lst of January 1939, and on rage 8 
on the basis of 25 and 30 years from the lst of 
Jdanuary 1939, and on Page 9 on the basis of 
depreciation as shown by the books of the Company. 


On the basis used by the Company, which is shown on 


oe) 


rage 9, what are the figures? 

A The total cost, I am speaking now only of the period 
ending 50th Septenber, 1938, the total cost, which 
includes all charges and Income Taxes, was 7.929 


Contes por barrel, resulting in a net profit. per barrel 


Or 6.921. 
Q Being the differsnce.... 
A The difference between the tctsel net revenue of the 


Company of 16.85 cents per barrel and the cost of 7.929 
eents per barrel. | 

Q Yes? 

4 The net investment was 965,637.97. That would show a 
return per annum of 56.36 %. ‘Then the figures are 
Shown as to the return on investments, at rates varying 
from 6 to 10%. 

Q Then we get into the statement you dealt with really when 
you first went on, is that right, that is Statements 10 
to 21, with respect to which...... 

A from 18 to 21. 
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Q fnd you dealt with them indetail’ 

A That is correct. 19 to 21 I: should say. 

q So that we need not go over those again, certainly 
not in chief anyway. Then the next statement is 
Statement No. 227 

Q lik. COMMISSIONSR LIPsittT: Could I interrupt for 
a moment. Just before we leave that set of figures 
which you gave us a summary of on Page 1? 

h Yes. 

Q Have you made out eny statement of the rate on any 
other basis except 10% on the investment? 

& Yo, I have not. it is quite an involved mathematical 
calculation to find what the Income Tax is. 

Q Yes? 

& But any other rate could be ascertained. If ve know 
what other rate would be required we shall be glad to 
ascertain what it will mean. But this is all based 
on 10%. 

i") Mie FRALEY: And otatement 22, have 


you said in evidence already everything you want to 
say about that? 

4 No, I have not dealt with that. ‘ell I may have dealt 
with it generally. Statement No. 22 is the detail 
of the Administrative and General ux»venses for the 
years which we are reviewing. In other words, I can 
show how it ties in with the statements by referring 
to Statement No. 421. It will be found there under 
the head of Proportion of Administration and General 
Expenses, Administrative and General uxpenses including 
Estimated Professional Fees (82,554.82. The detsils 


of that figure are found on Page cae 
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Q The first item under Adminis tration and General 
ixpenses? 
A Is $82,554.82. The details of that are shown in the 


last column on Page 22. 


q May I ask you just why you did that: I mean you picked 
out the (82,000.00 and you did not »reak down any of 
the others? 

4 Now,that is a big item in Administration wuxpense, end 
in order thet the Commission might know how..... 

C “hat is that vacation expense,  4~19,688.267 

A “ell it is an amount set aside in the Company's books 


for all Departments. -I am not just quite sure what 
the purpose of it is. It is a holiday or vacation 
@llowance. 

Q To look after the extra staff or anything of that 
sort? 

rs) Iam not sure of that. 

Q But you did take the $82,000.00 which you thought the 
Commission might be particularly interested in and you 


brought it down as shown on Page 22? 


m) That is correct. 
@ For each of the periods? 
A Yes. 
q Ht. COMMSSTONIR LIPSET?: Did that see: reasonable 
to you as far as you could judge, or do you vant to 
draw attention to any particular iten? 
A No sir. It seemed quite rsesonable. There was no motive 


other than to show the details of the large figure of 
982,000.00, because those details could really have been 
put in this other statement, but I thought it would be 


more convenient to summarize them on one statement. 
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Subject to any discussion about percentage allotted, 
you are practically satisfied? 

Yes, we are satisfied these are correct charges. 

You are both in agreement? 

Oh yes, it is just as to the percentage. 

ee es Now is that all you want 
tc say about statement No. 22t 

Yes. The same remarks apply for the other years. The 
details will fit in with the other statements. 
Statement No. 2cé is merely a summary for the purposes 
of information of the capital investment as shown by 
the books as at 30th September 1928. 

Che FRALEY: Yell I do not know that 
there is any value in finishing with the witness. I an 
gust about through in chief. 

THA CHATRVAN: © Ll think, Mr. Frawley, there 
might be value in not finishing, because I am sure you 
will have something more on Monday to ask. lie will 
let iv. Nolan after he starts continue. 


bite (ut eb evs YSS's 


(At this stage the Hearing was adjourned until 23rd 


January, 1939). 
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18518 eae The r3gulations issued under "The 
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larly regulation 48, sub-paragraph 14, 
having to-do with the..rate of return 
on investment. 2627. 


ou.) Pages 249 to 255 of a book “Economics 
oF Public. Utilities" by Nash, showing 
allowances in Rate Cases largely in the 
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Valuations. 2640. 
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Taylor, shoving comparison of percentages 
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gord January, 1939. 
10:20 A.M. Session. 


KGNNETH HORRISON, having been 


recalled, examined by Mr. Frawley said; 


Q Mr. Morrison, I have not asked you anything yet atout the 
rate of return whish should be allowed, that this Com- 
mission should allow to the Royalite Oil Company on its 
pipeline investment on striking the rate, have you had 
B0me experience in the matter of rates of return to be 
allowed in rate fixing cases? 

A The only experiences I have had in the matter of rates, in 
a rate case, took place in the City of Calgary with a 
lecal gas company, the Canadian Western Natural Gas Light 
Heat and Power Gompany, Limited. were allowed a rate of rex 
tumn by the Board of Public Utility Commissioners of the 
Province of Alberta, which was 83% on the rate base, which 
was also of course agreed upon as one of the factors neces 
sary to be known-e Now that rate of 85% was confirmed by 
an order of the Publiv Utility Commissioners in the year 
1931 I believe. I have the order number available. 

Q Oh yes, I want to file now, I have in my office either the 
Alberta Gazette where that appeared, in any event I have 
stmething official to file with the Commission covering 
this order but if you will put the order number into the 
record? 

A The order number was ¢é27 of 19381. 

ib THES CHAIRMAN: The date in 1931, have you got? 

I think probably I have it here, 6627 dated the 20th day of 
Wt LOL. 

@ That was the ovdser which fixed the rate which is presently in 

effect in ths Git of Calgary for natural gas? 


A That is the rate of return. 
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2 Yes, but I mean is that the current orter? 

A That is the current order, I am quite of that opinion. I 
know of no subsequent order to that. 

Q And the rate of return allowed to the Calgary Gas Company 
was 85%? 

4 I might read, on page 13, of the orcer under "Rate rf re- 
turn” is the following: 

"On the basis of the Boaré's estimates as. to the 
price of gas, forecasted sales, operation. and 
capital charges ss shown in the foregoing table, 
the rete of return to the company would be 8.45%. 
The rete of return indicated by the Boerd as 
reasonable is 84%. It will Le seen therefore, 
according to the Board's estimatesthe company 
will be making approximately the rate of return 
indicated." 

Q Yes, now I ask you that question so as tc have on record your 
view with respect to the rate which should be allowed and 
what ratc in your submission should be allowed this company 
m the pipeline investment? 

A dell it would appear to me, I am not speaking now of pipe~ 
lines other than the present material and quantities, that 
the conditions are somewhat similar in that the production 
has been given, possible production. Then we know of the 
relationship of the Royalite Oil Company tv the Imperial Oil 
Company, which is the marketing organization, the refining 
and marketing organization and it appeared tc me that there 
was a similiarity insofar as security was concerned between 
those two concerns. 

Q And you would be prepared to submit ts this Commission then 
what rate percent of return? 

A A rate of 84%. The further material thet I had in connection 


with that is that laid down in the Deminion water Powor Act, 
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and Dominion Water Power xegulaticns, ln the Dominion 
Water Power Regulations at page 51--- 

Q You had better first cite the publication, the witness is 
referring to the Deaton. to an Act respecting "Deminion 
Water Power", chapter 19 cf 9 and 10 George 7, and to the 


regulations made under that Statute. 


MAeOR LIPSET?T: You might givo us the title of 
the Act. 
Q@ MWR. FRAWLEY: The title of the Act is "An Act 


Respecting Deminion Water Power" or it is cited as "Tho 
Dominion Water Power Act", and iir. Morrison has here, that 
which I am sure he would be glad tc leave with the Commission, 
&@ pemphlet issued by the Department of the Interior contain- 
ing the Dominion Water Powor Act and the Dominion Water Power. 
Regulation, geverning water power rates in the Provinces of 
lianiteba, Saskatchewan, Alberta and the Northwest Territories, 


printed in 1935. 


THE CHAIRMAN: Are you relying on the regulations? 
WR. FRAWLEY; Yes. 

THE CHAIRMAN: Should they not go in; the Act none 
haps not. 

Lite FRAVLSY: Yes, the regulations. 

THE CHATRuwAN: If you want these as evidence you 


will have te produce them. 

wie PRAWLEY: Yes, but the Act is there for your 
Lordship to look at. je will file then Mr. Morrison, and 
this bears the imprint of the King's Printer, the Statute 


does and. presumebly the regulations do too. 


THE CHATRMAN: The regulations will be Exhibit 


"701" then. 


(REGULATIONS OF THE ‘ATER 
POwWR OF THE DOMINION, 
HERE WwARKED AS "EXHIBIT 
101"). 
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THs CHATRMAN:: You might read the regulation you 
ave referting to: | 
MRe FRAWLZY:: Yes, would you mind picking out the 
regulation, Mr. siorrisen, the witness is calling the Con- 
missions' attention to Regulation 48, sub-paragraph 13; it is 
found on page 51 cf the pamphlet which we are putting in, 

"In the case of a licensee engaged in the sale of power, 
no upward revision of the rate of the rental per horse- 
power-year shall be made at any ten-year period if it 
can be shown that the proposed increase in the rate of 
the rental will make it impossible for such licensee to 
earn a fair net rate of return on the actual cost of 
the physical properties used and useful in connection 
with the undertaking, after providing for the amortiza~ 
tion of and interest upon such costs of promoting and 
organizing the enterprise, and of providing capital 
otherwise than as included in such actual cost as may 
be necessary and legitimate. For the purpose of these 
regulations such fair rate of return shall be consid- 
ered to be twice the average percentage yield on the 
last issue of Canadian Government bonds made previous 
to or during the year for which the rental is to be 
determined, such average percentage yield being based 
on the average of the official Montreal Stock Exchange 
quotations issued during the year in question". 

And I should read sub-paragraph 14. 

"The fair net Rate of return d2fined in the preceding 
sub-section shall be considered as being cumulative 
from the date upon which the licensee first began the 
sale of power from the initial development”. 

Q Now do you want to elaborate on that, Mir. Morrison, as to 


what that means because it refers to same issue of Domihion 
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bonds? 

Only to this extent that in owr experience in dealing with 
the audits of Public Utilities Companies, tint they have 
always, the companies have always regarded that they were 
entitled to a return equal to twice the return which is 
presently in effcat on Dominion Government bonds. That 
was their general interpretation of that section. 

And what is that, by the way? 

At the present time--- 

There is a gap in our evidence there? 


The last issue of bonds I have the returns, it varios be- 


tween 3 and 3.25%, the last issue I think was 3.07%. 


You said it varied between what figures? 

S and 3.25%. I did have the figures if I could just put my 
hand on them. 

a wiorrison, if you cannot locate it? 

I cannot locate it just at the moment. 

You can put that in before you step down altogether from the 
stand, will you remember that? 

Yes. 

Now, tire Morrison, it appears from your report=-- 

THE CHATRMAN: hen was the last issue? 

The last issue, sir, was in 1938 I believe, the year just 
closed. The figures I was quoting were for 1937 and 1938. 
Now before I leave that matter of rate of return, ir. 
Frawley, the only other material which I was able to find, 
at least I was able to find material in a book "Hoonomics 
of Public Utilities" by Nash, which is quite a reco3snized 
book in the profession and also in utility companies, and 
that deals with the allowance in rate cases. The majority 
of those, in fact I think all of them, doal with eases in 


the United States, in the Courts and before the Inter-State 


Commerce Commission. 
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Q Have you a passage you would direct the Commissions attention 
to? 
A There are a number of passages on page 249, there are re- 


ferences made to allowances in rate cases. 

Q THS CHATRAN: what views are you accepting, which 
you wish to read to us? 

4 That the rate of return varies between 6 and 9%, in the 
Gourss there. 

Q wR. FRAWLEY: Do I understand that this book con~ 
tains a reviow of what rates of return have been approved in, 
either in litigation or in matters coming before the Inter- 
State Commerce Commission? 

4 Certain returns. | 

a You might put on the record, if you want to direct the Conm- 
missions attention to this book, and I suggest the book 
might as well be filed and left fcr the consideration of the 
Commission cf they desire to read that or any part of it. 
THH CHALRMAN 3. The book itself of course is of ne 
value except insofar as this witness is able to say that he 
concurs in that. The book cannot be cross-examined but let 
the witness say what part of tht book he approves of ané& 
subscribes to. 

4) MR» FRAVLEY:+ Yes, I would like to put on the 
record then that part of it which you say contains the mat- 
erial you refer to und which you say you accept. 

A Well I want to be quite clear on that, so far as the Com~ 
mission is concerned, I have no experience of my own in 
respect to these cases. 

Q No, no? 

A I am merely using is as being the experience in other cases, 


rate  -ases- 


Q Oh it is just, I see, then you are simply using it as to what 
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the facts were in those cases? 


L That is true. 

Q It is not a view of the eomnomist you are accepting? 

A No. | 
THE CHATMAN: Well Mr. Nolan, any objection? 
MR. NOLAN: No my Lord, but it seems to me 


it is a matter which should be brought out in argument | 
when Counsel is before the Commission on that phase of it. 
THE CHATRM AN: Well Mr. Frawley is offering it, 


do you object to it being received? 


MR. NOLAN: Are you going to put in the whole 
hook? 
MR. FRAWLEY: Only for what is contained as to a 


number of cases, showing there that in certain cases such 

things were done. 

MR. NOLAN: No L have no objection. 

THE CHAIRMAN: Then it will be Exhibit 102, what 

pages are they? 

MR. MORRISON: Pages 249 to 253. 
(BOOK PRODUCED BY THE 
WITNESS HERE MARKED AS 
HAHIBET "102" ,)) 

") MAJOR LIPSETT: And page 259 as well, is that cor- 
rect? 

4 No , 249, those are the only pages I referred to. 

Q MR. FRAWLEY: Now, Mr. Morrison, if we are through 
with that phase of the matter, I want to have you discuss one 
more matter and that is all, it appears from your report that 
you subscribe to the proposition that, and you so submit I 
understand to the Commission, that this Commission should take 
the present capital investment of this company as disclosed by 
the records in the ook, the original cost as you have added 
it up and then, they should in the rate which they will strike, 


make an allowance sufficient to enable the company to amortize 
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that investment over a period of years depending upon what 
period of years is taken, which in turn as I understand it 
depends upon the life of the field, that is so; is it? 

That is correct. | 

In other words do you subscribe to the proposition that what- 
ever profits the hoyalite Oil Company pipeline division has 
made up-until now that is something which the Commission 
should not take into account in arriving at the rate? 

Mily insofar as those profits affect the accrued depreciation. 
In other words if I might just elaborate on cece we are not 
suggesting that the profits of this company should be ignored 
to the extent of the depreciation which has actually occurred 
in the plant, the capital assets in other words the records of 
the company xs presently constituted ¢:ko for depreciation 
charges a certain basis. Now it is, we are of the dpinion, 

we concurred with the opinion that if we are going to regard 
thi® now as a company whose records are open to regulation, 
that that depreciation should be revised in order to conform 
as being correct to what is the correct lifetime and to that 
extent the profits of this company in the past would be tiken 
into account. Now apart from that, apart from any profits 
Which they had made a eeeyel above that, we do not regara that 
those should be Peete consideration in fixing the rate. 
Now.I want to see that I understand, you first take a period of 
years? 

Yese 

Before you beging making any of these calculations, that is the 
way you have done? 


That is correct. 


Take any one you like, take five years, you ignore what the com- 


Fany hes done in fact tone te, books? 


Insofar as the deprecation is concerned. 
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And you begin again yourself? 

Yes, at the beginning of their operations. 

You go back to 1926? 

i ee 

And then you add 5, which is 13 years? 

Thirteen years. 

And then you add 5 which makes it 18 years? 

Yes. 

And then you say to yourself "18 years is the figure which 

[I am going to use to depreciate out this company's inyenee 
ment"? 

That is correct. 

And so you begin at the beginning with the 18 years, is what? 
It is about 5.3% or 5.4%, 20 years is 5%. 

Say 5%, 5 plus something percont? 

Yes. 

Them you depreciate beginning in 1926 and disregard for the 
moment the fact that you have to be careful to adjust your 
accounts on account of new assets coming in? 

aoe rorgetting that for the aonent , you begin in 1926 and 
you allow an annual amortization figure of 5 and sammething 
percent of the investment? 

That is correct, and then we accumulate that figure up un- 
til the present time which in this casewoulda be 13/18 of 
the total. 

Yes, now what did you mean when you said a moment ago that 
that might in some fashion uefcct the profits of the company? 
That is to say we are going to put a charge in the books to 
replace the charge which they made against profit; after all 
depreciation is a charge against profit. Now we are going to 
supersede the charge which they have made by a charge which 


we think is the correct one based on the lifetime of the field. 
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Now then to that extent it affects the profit It does 
not affect the profits cvor uné above tispreciation. 

No? 

Except insofar as our rate may be greater or less than the 


rate which the company used.. 


Yes? 


MAJOR LIPSLTT: Would not the depreciation be a 
charge against capital if there were no profit, it would 
have to come out of capital, would it not? 

No sir. Depreciation is always a charge against profits, 
that is from the accounting angle. 

Yee, 

Now you might have a situation that a company, because of 
Gharging depreciation to its account, shows a loss. Then it 
is open to argument whether or not the company actually re- 
ceiver théir depreciation because they certainly would not 
be able to set it aside out of profit that they did not in- 
cur but that situation does not occur in this present company, 


there were always profits to take care of the depreciation. 
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C. THE CHAIRMAN: | _ From the beginning? 
A As to the amount of profits we sre not ina position to 


State, but I am certainly of the opinion on my observa- 
tion of the books, there were always profits made. 

From the inception of the Company? 

From the inception of the Company. 

e, MR. FRAVULiY: Just so we can go along 
further now, the Chairman raised the question the other 
day as to whether the Company had in the period prior to 
1931 - which Mr. Taylor can tell us of in detail - whether 
it has made profits or losses in that earlier period? 

I suppose you conferred with Mr. Taylor about that, and 
you can now say whether the Company did suffer any losses? 

A It is my opinior - I do not know whether this is finally 
agreed upon by the Company, they will speak to that - 
but I am of the opinion that looking at the accounts, 
as we have seen them, and realizing that all the entries 
have not been put into the books which affect the Pipe 
Gine Department, I am of the opinion at all times the 
Company made a profit. ‘/e are not able to state how 
much profit. 

Min. FRA ILAY: I wonder if my learned 
friend Mr. Nolan could give us an admission as to that? 
MR.MOLAN $ It had best go on the 


record through r. Burns. 


Pe FRAVLIY$ Then we will let is rest 
at that. 
Q PR. -CO MMISSIOMSR LIPSETT. You are going to make us 


a statement showing the capital of the Company more or 


less from the start? 


A. Yes, a capital statement. The statements which have 
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been submitted, the cumulative figure on capital is 
from the commencement but we are making an adcitional 
statement showing how that is worked out year by ae 
I think your figures differ somewhat to those given 

by Price, Waterhouse: 

No. in exhibit "100" Price, vaterhouse have included 
in their assets those Which sre not nov being used, and 
we have not done that. i think the trwill be found 

as the principal difference. 

{r. Morrison, the Company themselves, 1 understand, 
allowed that 10% depreciation each year? 

Yes, thet is correct. 

And the answer that has been suggested is that if there 
were profits made, that it would have been the duty of 
Somebody to go the Board of Public Utility Commissioners 
and ask tore Tequection inthe rate if they were dis= 
Satisfied. 

it they were under the jurisdietion of that Board. 
(Cul 1G. nos Oe, OeoU 2nt in, in answer to any reduction 
in the rate, that the Company had a right to make that 
10/0 depreciation, that they were entitled to do that* 

I do not know, Sir, thot that is right to say, because 
in addition to the right to have 10% depreciation, they 
were making 4 profit. 

Would it be feir to say on behalf of the Company that 
this 10% was a reasonable rate, and that they should 
have a rate to cover it? 

They might put forward that argument. 

And witn very great force. 

If they were before the Fublic Utilities Board and that 


Was, at the outset that was the rate, then in subsequent 
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periods that depreciation at that rate folive be 
deducted from their investment:. Therefore, they 
would then only be getting a return on their net 
investment; which is the gross investment less 
acerued depreciation at 10,. 

Q In this statement. that you are making ug. put, that:will 


only take into account the four of 5 per cent deprec- 


lation? 

4 Yes. 

Q And that extra profit would be added‘ 

4 Not added as extra profit. TI am allowing them to 
retain that profit. 

Q Does not that present itself to you as slightly incon- 
sistent if the answer to a reguest for a rate reduotion 
at that previous period would be they were right to 
have that 10% depreciation? It seems to me it would be 
hard to overcome that objection if anybody went to get 
the rate fixed in the past? 

b No, I do not know thet it would be difficult to overcome. 


My depreciation is recorded by the Company. Speaking 
of this Company in particular. They are not determined 
by the thought that they had to account to a regulatory 
body. I-may, for instance, point .to the matter of the 
amount of depreciation allowed by the Income Tax 
authoritiesi The Company may decide, and guite correctly, 
that they were going to have the full allowance as given 
to them by the Income tax authorities. 

@ In fact that is what they did do? 

A That is what they did do. Insofar as the Income Tax is 
Concerned, they would have no objection to that because 


when the ten years were “finished then they would not be 
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entitled to any depreciation on those assets. So 

that the Company were not doing anything which was 

not quite consistent with good practice in taking the 

10% return. On the other hand they senile have decided 

to take @ much lesser rete than we are now suggésting. 
Supposing for the sake of argument they did not depreciate 
the propdrty At all. I would still say insofar as the 
Company is concerned we should go back to the inception 
of the Company and depreciate it on this basis, beoause 
actually that amount of accrued depreciation has occurred. 
But if that extreme case had taken place, that there was 
no depreciation taken, then the profits in the past would 
have appeared larger‘ 

ould have been larger, ves sir. 

And would not probably.the notural rosult be that some 
dissatisfied trensporter through the line would at once 
BO ana .et the rate or try.and get the ‘rate reduced? 
There is this situation insofar as the Company is con- 
cerned, there vas no statement to show to anybogy, to 

the public at least, whet the Pipe Line Department vas 
making in the matter of profit. The statements which 
are made out show the operation of the whole organization. 
Yes, and might not the public get the idea, and a very 
feasonable idee, that this was a somewhat speculative 
venture and the Roydlite Company hed to get their 

money back in a reasonable time’ 

Yes. 

The time they themselves fixed being 10 years? 

That is true. 

You do not think we should give any account to that?’ 


It does not seem to me that it would be, at least not in 
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my view - that it would arrive at an equitable result 


insofar as the Company is now concerned, bearing in 


mind the fact that they were an unregulated Company. 

GC They were a Company etn very strong compulsory powers 
to run a pipe line any place that was necessary whether 
anybody objected or not? 

4 Yes. Insofar as accounting is concerned, I may say 
that this is the usual method adopted. 

m I see that book...... 

A. That is the only one I am personally familiar with and 
that is the Calgary Gas Company, it is the same method 
that was adopted. 


f£ still have this fact present to some extent in my 


© 


mind, and I would like to see it cleared up in 
some way. If we first of all give them this 10% or they 
took that say? 

& Yes. 

0, And that we be asked, or whoever be interested in it, 
say it was reesonable that they should get some of their 
money back in ten vears, I mesn when this comes up, 
if we go away from that basis we are giving ther that 
money twice over?’ 

& I cen quite appreciate that viewpoint. I think it is 
a very real difficulty. By the way that is mentioned 
in several of the text books in connection with rate 
cases, that that is the big problem which a Commission 
has to ae that fact that the Company has apparently 
got back by wey of depreciation 50 or 60 per cent of 
its capital and them successfully argues before the 


Lhe pes a 
Commission it should then getkback a further 90}. 
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Q And it becumes still more pressing from this -point of 
view that if Dr. Link's view and Mr. Davies! view 
of two or three yeérs, as a safe margin was in the 
Company's mind, the sure margin, they might be even 
getting .» extra rete so as to cover that risk and 
that the public might be accepting that knowing that 
the risk was correspondingly great. 

A That is quite true. Now looking eat that from past 
experience, of course, it is very much easier to say 
"Yell they may have thought that at that time, and 
because they were quite wrong, and because this field 
is not going to be finished in two or three years," 
then on the other hand would it be, I was going to 
say fair, to suggest that the Company were not seas 
in thinking that that might be the situation ane 
adjusted their rete accordingly. 

Q Assuming their sincerity? 
ves. 

Q Assuming they adjusted the rate assordingly, they then 
in fact have got the major part of their capital or 
the whole of their capital back, haven't they* 

A If you regard, or if you tie them down to what the 
accounts show, insofar as accounting is concerned, 
that is quite correct. But if you will also keep 
in mind that the profits are really divided into 
different workings of the Company, and the Company have 
said in their accounting system "We have got 1Oj back 
for depreciation and the rest is profit." Then the 
otier viewpoint is that théy have not got their 


investment back and they have made more profit. If the 
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Company are to be held down to what their accounts show, 
then that is the situation that they have got by way of 
depreciation all their invested capital end in addition 
to that a oertein amount of profit. The viev' we are 
Suggesting is that they have got less back by way of 
depreciation and have made more profit. 

2 And in this return you are making out for me, at least 
tsat I asked you for, you are placing it on a 10% 
depreciation and I think you were going »o base it ob 
10% return on the month, from the start? 

& YSs. ‘eli from 1926., You asked the question, Sir, 
about getting the capital for the years 1956, 1937 and 


1938?7 
Q Ch no. 
A And the CHairman asked the further question about getting 


the capital structure nade up year by-year from the 


inception? 

Q. That is what I was interested in. It was 1926 I was 
thinking of, from the inception of the Company down 
to date, and allowing this 10% return on the money, 
and 10. depreciation for that period. 

h Vell now... 
C “Vieell now, perhaps I did not make it clear. 


A On Page 2342 of the transcript, no Page 2141.: 

Q Just before you read it, Mr. Morrison, you are guite 
correct in this, I was asking for the picture in 
tris last two or three years, when the large capital 
outlay was made? 

i Yes, and the Chairman has requested a further statement 
showing what the capital structure is year by year, and 


that is being prepared. 
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Q, And you are going to make that on the basis of deprec- 
iation that the Company themselves took 10%, plus 
10% on the investment all the way through? 

A Of course, that really is shown in one of these state-~- 
ments, that particular phase of it. That is while we 
have not got the detail of the investment year by year, 
yet we have the cumulative effect of it. Now I want it 
quite clear, in all of these statements, as far as 
depreciation is concerned, they all go back to the 
inception of the Company. 

Q I know put they do not go back to the original oapital. 
that was put in? 

A Oh yes, they do, sir. Oh yes, all of these statements. 
The only thing that is in these statements is the 
actual capital put in at the beginning and those 
assets which are still in use. The only thing we have 
Gliminated is the acsets that have gone out, the 
outstanding example being the 6 inch loop. Apart 
from that item, ell of the capital of this Company, 
all the capital it has invested is ineluded in our 
rate base. “ie show the net figure because the 
depreciation has been teken away from us. We might 
quite readily show you, Sir, the gross figure less 
the amount of depreciation, and that gross figure 
would represent the actual investment at cost of 
the Company in all of the assets which are still 
presently used and useful. 

Q I thihk what was in the Chairman's mind when he put 
it to you, and what was in my mind wes that we are 
getting a figure, including the original amount of 


noney spent when this Company put up that pipe line 
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iu) ghak Wert OMe 

Yes ,;/ in’ ‘1926. 

And know the capital put in each year from then on? 
That is right, 

Written down by depreciation until you bring it to the 
first tr1e2ure Vou fave us there in 19337 

Yeo. 

And all the way through’ 

Yes, all the way through from there. That is what the 
figure adtually represented. We G&n come to some 

net figure. That is a gross figure less a certain 
amount of depreciation. 

Now these figures do rapresent the total investment of 
the Company year by year? 

Accumulated during tle years at that figure less the 
amount of depreciation that has been taken off, and 

the gross figure which is represented there should be 
exactly what you have just stated, that it is the total 
amount invested by the Company year b¥ year, only 
excluding those assets that are not now in use. 

I see. 

Mea PPRAVMLOY 3 wr. Morrison,l think 

you have said everything in your remarks that I intended 
to bring out from you, I want to know perhaps this, you 
say that this is a problem, you regard this as a problem 
and one not too easy to reconcile, that is turning one's 
back on the excess profits of the Company and in the 
language of the man on the street, permitting them to 
amortize an investment which has already been gotten 
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Yes. I quite appreciats> the great difficulty which 

one finds in coming to that conclusion. 

Have you made any examination of that, and have you 
anything that you would like to céll the attention 

of the Commission to in the writings of accountants 

or others’ 

Well 1 have a text here which deals with Public 
Utilities valuations, and which gives the various 
viewpoints of whether it is proper to use the original 
cost or reproduction cost, and different methods of 
arriving at accrued depreciation, and this problem 

that Mr. Lipsett has just brought forward, that of 
allowing the Company to get back again a portion or 

all of that money that it would appear they had already 
got out from previous profits. 

Having in mind everything the Chairman gave you @ moment 
ago, the only velue of the text is insofer as you 
accept what vievs the author propounds. 

That is true, together with the fact that our firm has 
used this seme pringiple in another rate tooe 

Vhich indicates that you accept the view that you are 
Submitting to this Commission now’ 

Yes. 

IT want to add to that if I can, the views of the author 
OF tha tetext. if you accept his views, do you fing 
authority in that text for the submission which you 

are making to this Commission that they should do as 
your report incicates you have done’ 

In that regard the author of this book puts forward 


@l11 the different methods, amongst which is the one 
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that we think is the feir and corre ot method to be 
usede 

Does he come out with the view and the opinion, 

that is a proper method? 

I think in most cases he merely gives both sides of 
the argument. Iam certainly of the opinion that the 
method to be used is the original cost to the Company 
of the assets which are used and useful and tmt in 
arriving at the depreciation it should be based on the 
estimated lifetime of the assets brought up to date. 
THE CHAIRMAN: I suggest you put that 
in. . You nave.no objection to it. going in? 

Lik. NOLAN: No, I have no objection, 
my Lord. It might be of some assistance to the 
Commission. It is not strictly evidence, but I nuh 
not taking any objection. 


TEAT BOOK IN QUHSTION IS 
NO') MARKED @XHIBIT "1035". 


TH! CHAIRMAN: . Apparently there are some 
other pages in sxhibit "102", the witness wishes this 
Commission to look at. ve are at the moment limited 
to Pages 249 to 253. The withess has since made 
reference to other parts of the text. There is no 


objection we will make the whole of the book an 


exhibit? 
MRe HMOLAN: I have no objection. 
If. COMMISSIONGR LIvsit?. &re you having any pages 


in this text marked? 
MR, FRAILEY: Yess. “hat tenthve ty) cee 


ONE ar) 


I will reed it. It is "Public Utility Valuation,Repro- 


duction Cost as a Basis for Depreciation and Rate 
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Base Determination by ‘Villard J. Graham, Assistant 
Professor of Accounting, University of Chicago, 
19640" Have you got any pages, heve you got any 
chapters or parts you would like to call to the 
Commission's ettention? 

In this particular book there are many - it deals 

in different chapters with many of the subjects 

that we have beendealing with here. One in parti-~ 
cular is Rate Base Determination, which is covered 

by Chapter l. That sets forth the different methods 
OF, determining the Rate Base. That is whether it 
Should be by original cost or by reproduction cost. 
Yes? 

The other chapter is Chapter 6, on the Accrued 
Depreciation, and Chapter 7? on the Basis of Depreciation. 
These are the main chapters which I would like to put 
forward. 

Have you got still one more authority you want to 

put in? 


No, I think thet is all. 


CROSS-SKAGIVATION OF Tis GAIT? “NITRuOG BY - i. WOLAN. 
ee ee ee ee ered cl 


0) 


Sa ee eee 


ir. Morrison, a few moments ago you were discussing 

with Mr. Frawley the rate which had been allowed the 
Calgary Gas Company, 8%? 

Ye s-. 

That rate baving been approved, as I understand it, 

by the Board of Public Utility Commissioners: 

Yes. 


You would not suggest, .2. uorrison, that the hazard 
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of the umertaking in a gas company such as the 
Calgary Gas Company, was Comparable to that of this 
Pipe line, would yout 

I unter are comparable in my opinion. 

You know there are vast reserves of gas in this 
Valley? 


I do not know. I am only going on what evidence has 


been given in that respect. 


Do you know what the evidence was as to the probable 
reserves of gas which supported the order of the Board 
of Public Utility Commissioners in the Gas case? 

No, I do not know that. 

You have not gone into that?’ 

Noe 

When you say they are Similar, you were referring to 
the fact that this company was allied to another 

compa ny and that. haa to do with the marketing of this 
produat? 

That is one other factor. 

You realize, of course, that the Gas Company, we 

call it the Calgary Gas Company, but it is the Canadian 
‘“estern Natural Gas, Light, Heat and Power Company, 
Limited? 

Correct, 

injoy @n exclusive franchise in this city? 

I do not know that it does enjoy a franchise. 

You ado not know whether it is exclusive or not? 

I do not know that they even have a franchise. 


Oh, you do not know that they have a franchise? 


Vell you do know this, that they do not have large 


Gapital expenditures each year, such as have to be 
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undertaken by this Pipe Line Company? 


A Vell, they had during their initial stages. 
Q I know, but since.... 
A Since then. they have had no occasion to extend their 


lines to any extent. 

Q Yes, and so far as the market is concerned, the market 
ts uthe City of, Catecary, is it not? 

A In the main. 

Q, In the main it is the City of Calgary‘ 

A Yes. 

a And when you say there is a similarity of security in 
the two concerns, what do you mean by that? 

fs Yell, that in the present situation you have a commodity 
being supplied from Turner Valley, evidence of which 
has been given. 

8) Yes? 

4 Then you have the market which is necessary for the 
disposition of that commodity? 

Q Yes? 

Ss The part we are interested in comes in between. 

Q. All right. You are giving it as your view that the 
razard of the Calgary Gas Company is comparable to 
the hazard of this Pipe Line Division? 

4 To the extent of making a suggestion as to what the 
rate of return should be. 

Q In these rates of return you have referred to in 
axhibit "102" at Pages 249 to 253 inclusive, there 
is no reference made in any of the cases cited there 
to a pipe line operation? 

& No, that is correct. 


& These de@l exclusively with light and water and 


ed 
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gas and telepiuone? 

b That is correct. 

Q To what you and + understand as Public Utilities in 
the ordinary sense of the word? 

A That is right. 

Q. And as i say to you again, there is no reference there 
to any pipe line rater case? 

A No. I think I made that elear in giving my scene ee 

Q Yes, I was not sure whether it was clear or not. Now, 
Mr. Morrison, you have had access to the books of this 
Royalite Oil Company? 

wey Yes. 


And perhaps you have been present in Court when some- 


£) 


thing has been said about faulty bookkeeping. You 
agree that these books of this Company are properly 
kept? 

A Oh yes. 

Q And well kept? 

A Yes. I suggested to Dr. Boatright that he should prebably 

correct tht impression. 

But you, ir. Morrison, have firsthand knowleagge of the 

method and system of bookkeeping of this Company* 

A Yes. 

Q And you have no criticism to offer of the manner in 
which the books are kept? 

A AS a Company as a whole, no. Not divided, of 
course, into departnuents. 


Not dividing it into departments. You know in your 


4) 


experience as an accountant cf companies that have 
various departments of operation, where the books are 


not so set up that at a glance you can tell what the 
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actual coste are in respect to cach department. 
Oh yes. It is quite usual to find many many companies 
that make no attempt whatever to distribute their 
operations into departmenis. 
And why do they not attempt thet, ir. Morrison? 
Welk*it rs quite = they must have a fairly elaborate 
cost accounting system in order to do that. Many of 
them feel that the cost involved is not necessary 
because they do not require tht information for any 
particular purpose. 
Yes, and they have, of course, to make a report to 
the shareholders at the end of the year, and that 
is the Balance Sheet of the Company’ 
The Company as a whole. 
Which can be mede up without going into the dif- 
ficult accounting that you and Mr. Taylor have had 
to 20. intot 
That is correct: 
It is not fair to the Company to leave any impression 
that there is any fault to be found with the way 
they have been’ doinze it in the past* 
Oh no. At le:st I hope I have not made any such 
suggestion. 
No, you have not. But it would be unfair if anyone did 
leave such an impression’? 
Yes, I think it would. 
Now ::. Morrison, will you tell me’°in a word,. if you 
will, please, without going into your accounts, and 
without going into Mr. Taylor's accounts, what are the 
main points of difference between you? As I understand 


it the matter of totals is unimportant? 
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BO La G\S\s\s 26.206 

Q voc far as the operating costs, direct or indirect. 
“ell of course it is important that we agree. But 
I understand that insofar as, speaking of the period 
for 1958, that insofar as the total expenses to direct 
costs are concerned, that we are in agresament with the 
exception of the storage. 

0 Yes. 

& At the tast Calgary tanks. 

Q Yes. 

A Uith regard to the direct costs, I understand that 


the figures we have presented, iir. Taylor agrees with 


in toto. 
Q Yes? 
A Insofar as the indirect expenses are concerned, there 


is only one difficulty of the storage. 
Yes? 

4 The indirect expense is a matter of the basis of dis- 
tributing those indirect expenses. 

Q Your first point, if 1 may put it- to you,. 16 thatrywe 
do not agree upon the basis upon which the indirect 


cost should be distributed? 


£, That is correct. 
Q, Indirect costsr 
ys) Indirect costs, including administration expenses 


as an indirect cost. 


C And as to the distribution of direct costs* 
A Ve are in agreement as those are distributed by the 
Company. 


And no question may arise as between the accountants 


on that? 
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A “Ie have aceepted the distribution. I want to make 
that quite clear. e have not questioned the distri- 


bution of direct costs. 


ae) 


But when we get to this item of indirect costs, including as 
they do administration expenses as you say? 

& Yes. 

Q There is a difference of opinion as to the basis upon 

which these indirect costs shall be distributed‘ 

That is correct. 

Cheat ws-poiny lL, 16 Lb) Mr. Morrison? 

Mat’ is so, sir; yos-. 


shat is the next point upon which we differ? 


So tl 


I think probably the next point would come under the 
head of first the Kate base itself. That is to say 
the amount of money which is presently invested by 
the company. 

Q All wight.’ That is given by you.for the nine months! 
period ending September 30th, 1938, at a figure of 
(897,498,977 

& That is the net figure, Mr. Nolan. it must be remembe red 

that figure wiil vary with each different basis of 

depreciation. That is not the gross amount. That 

is the net figure. 


No, that is the net figure? 


Q 


Yes. 


oD & 


Is it not, just in a word, that your method of 
dealing with the capitel investment is different 
from tir. Taylor's? 

A Yes. Of course there have been three methods now 
suggested. 


i) We will forget Mr. Hill for the moment. But so 
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far as you and sir. Taylor are concerned, it is 
just a question of the treatment of the capital 


investment? 


& To a certain portion of the capitel investment. 


(Go to Page #604 ), 
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Q How do you treat it and what is the difference between 
your treatment and Mr. Taylor's? 

A Well we have taken the books of the company and have 


shown in our rate base,th.t the total expenditures made 

by the company on all the assets that are presently used 
and useful; in other words we would ignore any assets 
which way have been purchased and which prior to the date 
of our examination has gone out of the system. I would, 

I am of the opinion that that is our main difference. [I 
think in all matters we are practically in agreement: 

Q Yes, might I describe their method as being a method which 

takes into account cash money put into the business less 


the cash money taken out? 


A Yes, and no; the first part I will agree with. 

Q ‘The cash money put in? 

A The cash money put in. 

Q We will leave it at that, that is what the Price,wWaterhouse 
figures mean? 

A No, you must take the other matter, you say the cash taken 
out, I say that comes down to Major Lipsett's view point, 
that is the cash taken out was credited directly to the 
capital but it does not affect the cash taken out. 

- Q But there is this second difference between you in the way 
you set up the capital investment in this company, you and 
Mr. Taylor, you differ in your opinion as to that? 

A Yes. 

Q That is point Nes 2? 

A Yes. 

Q Now is there a third? 

A Then of course the basis of depreciation. 

Q Yes? 

A Mr. Taylor has used. when I say “Mr. Taylor", the Price, Water~ 
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house Company, the company's auditors. 

The Price,wWater house Company? 

Yes, they use a figure of a lO-year life from 1936 I 

think. | 

Yese 

#@ have used varying life-times. Now insofar as differnt 
lifetimes, we would arrive at a different result. 

Quite go. 

we are not suggesting at the moment which basis is the cor- 
rect one because our submission is that the estimated life- 
time of the field, whatever that may be, is the correct 
basis for depreciation. 

Yes. 

Now then there is a difference there and I think that 
probably is ull because the Price,.Jaterhouse Company did 
not prepare any statement showing the rate of return other 
than to recommend in the report that in their opinion 20% 
was a fair rate of return. 

Yes. Now turning for a moment to whet I Gull your "lebour 
ratio basis" Mr. Morrison? 

Yese 

Let me see if I understand that, you say that the number of 
men employed by the Royalite Oil Company in the pipeline 
department either on capital expenditure or in operation as 
compared to the total number of men eiployed by the koyalite 
Oil Company either on capital expenditures or on operations 
gives you the rate which you have applied to this distri- 
bution of indirest costs? 


Theat is correct. 
And it works out according to your computations, tir. Morrison, 


for the last period ended September 30, 1938 at 18. something 


percent? 


That is correct. 
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Q At about 18%? 

A Yes. | 

Q Does that mean I take it that 18% of all the men en- 
ployed by the Royalite O11 Company On capital ex- 
penditures or on operations, are in the pipeline de- 
partment? 

A That is right, you see their services are benefitting 
the pipeline department. 

Q Yes, now when you take that labour ratio basis of yours, 
you are using your own judgement and your own experience, 
to determine that ratio, are you not? 

A Oh no, we take the books of the company, tho payrolls of 
the company. 

Q You take the payrolls of the company? 

A Yes. 

Q But what I am trying to get at is this, there is no hard 
and fas; rule in your profession as to how indirect costs 
should be distributed? 

A Oh no, there are many methods of distributing indirect 
costs. 

io) And you have taken the ratio as between those in the pipe- 
line department as opposed to those in the whole employ 
of the company? 

A As compared with--- 

Q As compared with those employed by the company? 

A By the company, that is right, because we feel that is the 
fair and equitable way to do it. 

Q Yes, and that, ire Morrison, and I say it with great res- 
pect, is your opinion in the matter? 

A That is correct. 

Q And you may be wrong about that, you do not think so but you 


may be? 
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May be wrong in what regard? 
isay be wrong in using that rat io? 
Well gntil I have been shown smie better method I am 
certainly going to stay with that one. 
Yes, I have no doubt you are. Now what is the other method 
which might be used? 
“ell there are different methods which might be used but I 
would not subscribe to then. 
No, but tell me what they are. 
There is the method of using the revenue of the company. 
Yese 
Comparing the total revenue taken by the pipeline department 
as compared to the total revenue of the company and the 
basis of indirect costs woulg be med on tht distribation. 
See if I understand that, it would be that proportion of 
the total revenue of the company contributed by the pipeline 
dep. rtment? 
Compared with--- 
Compared with the total revenue of all departments? 
That is right. 
That is what is known as the revenue basis? 
That is what is usually referred to as the revenuc basis of 
distribution. 
Yes. Now for my own inform.tion, Mr. Morrison, is there 
another method? 
Oh yes, there is the method of taking, not the labour ratio 
method, but there is the method of only taking those men 
employed in the operating department; in other words oper~ 
ating labour as distinct from capital labour; in other words 
we eliminate the capital labour altogether. 
Let me go back again, and correct me whei I am wrong, LIT sy * 


let me put the revenue basis, that is the one method? 
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Yes. 
Then there is the 1; tour ratie basis which may be divided 
into two parts fr into two kinds. 
At least two. 
At least two? 
Yese 
One, all of the men employed in the pipeline department ? 
Yese 
As compared with all of the men employed in the whole 
company? 
That is right. 
That is one kind? 
Yose | 
The second kind of labour ratio method would be the number 
of men employed in operations in the pipeline department as 
compared to the total number of men employed in peeneere 
by the whole company? 
Yes, and by operations we mean uom-capital items. 
By the operations we mean non-capital items? 
Yese 
Now is there another kind of labour ratio basis? 
It might not be another kind of labour ratio basis but it 
might be another method of arriving at either of those 
methods, in other words we might just take the number of 
men without regard to the value of their wages. 
Yes. 
Or we could take the hours they work, we could reduce it 
to an hourly basis or we could reduce it to a money con- 
sideration? 
which you have done? 


Which we have done in the first method which you have sug- 


gested. 
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Yes, which is your, mét hoa? 
which is the. method we suggest. 


In that met hod which you have used you have relioatl the men 


ct. a money basis? 


YES. 

The reason i know you did that is Because you took only 
6/7ths of the drilling acpts wages? 
That is correct. , ; 
To try and bring that ome 

To a parity with the others. 

So it 1s money we are taldingwbout? 
Yes. 

so for the sake of the method which you use where you get 
your 18%, it is the proportion of men against other men? 


Very true, bringing these men to an 6qual parity so that 


the comparison is a proper one. 


And those methods, and may I ball aenen. three methods? 

Yes, for simplisation I think you oan 

I cao call it 1,.:2A and 2B if you like? 

If you call it the revenue babig and the labour bads and 
the operating labour basis . ) 

All right, the revenue basis, the labour basis which is 
yours? 

Yes. 

And the operating },,dbour basis Woich is.lMr. Taylor's? 

Yes 

Those three methods Os PRB SR applied in your experience to 
problems of this kind? 

Oh yes, yes. 

You have applied them yourself en other occasions? i 
Et is quite pessible. : 
And you felt that yon were right in using these others methods 
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at the time you used them? 

Well of course the ciroumstances of ang egasewill have 

to be the governing factor. 

Yes, but there is nothing wrong in the methods themselves, 
one as opposed to the other? 

w@ll nothing, there is nothing wrong with the method. 
Nothing inherently wrong? 

NO, NOe 

No, it is a matter of the opinion of the accountants as 

to what method rit: in to the particular case under con- 
sideration? 

That is right, to the particular case under consideration. 
And that is a matter based on his judgment and his exper- 
ience? 

And the circumstances of the case under consideration. 

Yes, but having found the circumstances of the case under 
consideration, as to what methods shall be applied, he uses 
his own best judgement? 

Oh naturally. 

Yes. Now it is very important, is it not, in this case as 
to what kind of labour ratio basis we take? 

Well it would appear to be. I had not thought when I took, 
developed this labour ratio which I have used that it would 
make any material aifferenae. Apparently it has. 

It makes a difference of 10%? 

Approximately 10%. Of course the method adopted in uxhibit 
"101" divides it into, Exhibit "100" I should say, diviues 
it into two sections, but it would appear that there is 
approximately a difference of 10%. 

Yes, the point I am trying to make, Mr. Morrison, is that 


if e ratio basis ig to be fixed for this company, it is im- 


portant that we get the best method because the answer you car 
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get on the use of the two methods is very very widely 

different? | 

Yes, yes, I qvite agree with thet. 

So that is something to which all our minds will have to 

be directed? 

That is true. 

Now when you ;,poke a few moments ago about tank rentals, 

that is part of the direct costs? 

That is part of the direct costs. 

When you were asked about that the other day, Mr. Morrison, 

you said at pre 2,125, I am talking about tank rentals. 

Yes, the Gast Crlenry: tanks. 

The Bast Calgary tanks; you say from an accounting point of 

view, at page 2125, Mr. Morrison, perhaps you have not got 

it? 

Nc, [I have rot, but I can follow you. 

"From the accounting point of view I dealt with the actual 
situation which we have here. If we have of course a 
situation where there were many customers then I would 
have considered that situation alse." 

Yes. | 

And I just give you the other statement on the other page, 

on page £2126, the question "Q. But the effect of your 

evidence then I take it to be jus an arartered accountant, 
you would have eliminated these anyway. A. Yes, that is 
correct, under the present circumstances." 

Quite. 

Now see if I am putting this fairly to you, Mr. Morrison, you 

say that the present circumstances and things as they are, 

there arc three customers, the Imperial Oil, the B. A. and 

She Lion? 


That is correct. 
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Q And things being as they are, yeu eliminate thit storage 
rental from your computation? 

5S That is true. ‘ 

a But you are qualifying bee Pech e by limiting it to the 
present circumstances? 

A Oh yes, I am only dealing, I am not dealing with the 
futur: at any time in my report, I am dealing with the 
present situation. 

Q, Yes. But now when we come to a consideration of Hire 
Hill's evidence, and what you have just said reminds me 
of it, he is dealing exclusively with the futuré? 


A well not in respect of this particular thing. 


(Go the page 2663 ) 
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Q ilo, but in respect of his investment and the manner in 
which. he treats it, he is looking to the future? 

A Yt Would abdpear that that is so. 

9 and 18 10 equally true to say that your éfforts and lay ¢ 


P Taylor's efforts as shown in your reports and the accompany- 
ing Statements is What has gone by in this company's history? 


A They 18° Bre; 


Q It_1s\the “past? 

A Oh, yes. 

Q and Prom your examination of these rate cases, and I take 
it you have looked at some of them, you agree with me that 
Tae (.epyocucslon cost Method, the revaluation theory, ao 
used in Very many cases to determine the rate: base? 

A neti i. (On Ny .nOoW in’ very-:many cases, it Is used. 

Q was it used- in the Gas Comnany? 

A No. 

ei) Thetis) We onl) Gese vyou;h:d any sersonal G€xverience sor. 

A Persona, @xoerience of, yes, 

Q But the difference between what you have been doing, and 
Mr. Taylor on the one hand, and what mr. Hill does on the 
other, is the accountant looks back and Mr. Hill 7 ooks 
forward? 

A Well, of course, he was commencing by looking at the 


present time, by taking an actual appraisal of the property, 
Q To-day? 
A To-day. 
Q Its physical worth? 


Yes. 


And during the course of his examination Dr. Boatright 


pointed out to him that there was very little differance, 
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just wait, I think I can get the figure for you, that there 
was very little difference between the figure at which he 
had arrived and your figures? | 
Well, of course, I know that Dr. Boatright made that 
suggestion. 
Giving as.vour fieure, tir. Siorrison, if I might interpups 
you, el,611,,000,00? 
That is the book figures, as at the 30th of September, 1938. 
Yes, and Mr. Hill's reproduction cost figure of $1,619,2826.00% 
Yes, but the difficulty with that comparison is that Mr. 
Hill put the difference between the one million, five 
hundred and some odd thousand and the one million seven, 
as being either one of two things, namely, the value as a 
going concern at one time or to include the value of the 
utilities at another. : 
Yes? 
Now, IT am not sure which it is supposed to represent. If 
it represents. the value of. the utilities then, of .course, 
um, cdieures are fairly olose:. 
Yes, and close to a few thousand dollars? 
Well, they totaL, as we show it, $1,611,000.00. 
MR. FRAWLEY: And what does Mr. Hill show’ 
Mi. Hill shows, 2 have not his report. 
MR, NOLAN: If I have the notes properly dow, 
it is $1,619,226.00? 
One million, yes, that is the new gross value, $1,619,226.00, 
as shown on page 12 of Exhibit "96". 
And to clear it in my mind, Mr. Morrison, what amount 
have you included each year for working capital? 


A proportion of the inventory of materials on hand at the 


end of each year. 
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A syo portion of what? 
Of the materials on hand at the end of each year. To 
illustrate, at the 30th of September the total inventory 


of materials was $644,224.00, which is shown on page 23, 


© 


Let me find that? 


A On our report. 

Q Would you mind giving me that again? 

A On page 23, inventory of materials, $544,224.00. Thenwe take 
a srcportion of that, namely, 18.29%, which will give you 
approximately $100,000.00. 

Yes, and you do that throughout the period? 

A Fhrougenouvy, On the basis of our distribution, thators 
involved with the matter of the distribution of the indirect 
costs. 

Q Then what have you ee each year with the utilities, ir. 
Morrison? 

A we have distributed those in the same relationshin, that is 
to. say. the total amount’ of indirect costs whieh Were 
distributed we distributed the smaller amount of the 
utility assets to the pipeline department, Which in the 
year 1938 would be 18% as against 28% on your method, the 
method of the Price-Waterhouse. 

Q Yes. Now, that figure of 198%, Mr. Morrison, is not the 
same in eaeh year, of course? 

A No, no. 

Will you just draw my attention to the statement which shows 
how the 18% varies from year to year? 

A Well, it will be shown on different statements. 


itis all: gathered. on* one? 
It is all gathered on one, I think, no, T doubt) 1h at aa 


Mr. Nolan. I think we will have to refer to each individual 
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Sheet commencing with statement No. 10, statement No. 11 


rather, statement No. ll. 


Q Now, just let me look at those two, statement No. 1219 

A yes, I have that. and we have to go through them, do we? 

A it would think so. I do not think they are summarized. 

Q Let me see, I made a noye when you were giving evidence, 
Mr. Morrison, and, perhaps, I-can check you up, 1934, 

- 7,941 42%? 

A That is.correct. 

Q 1935, 4/25265%? 

A That is correct. 

Q 1936, 8.288807%? 

A 8.28807%, 

Q 1937, 14.18656%? 

A That is correct. 

Q And for the nine months' period of 1938, 18.890267%9 

A No, 16.29067%, that is correct, sir. 

Q So, generally speaking, and forgetting all of these decimal 
places, the manner of distribution adopted by you was 7% 
in teoe. 

A Yes. 

Q 4% in 1935? 

A That TS°rTritents 

) 8% in 1936, 14% in 1937 and 18% in 1958? 

A inap is Corcect. 

Q Now, why does that figure fluctuate so greatly? 

A Because of the fluctuation of the labour in those years. 

a Because of the capital expenditures yncurred in those years? 

A To some extent. 

Q Well, that would follow, would it mt? 

A It would follow that that would be one of the reasons. iG 


would naturally follow that if there is morc work beirg done 
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for some other department, that that department would bear a 
higher proportion of the indirect costs. 

Yes. So that in a year where we have a large capital 
expenditure? 

Yes. 

the departnent in which that expenditure is being incurred 
Will beara larger proportion of the indirect costs than in 
a year where there are less capital expenditures in that 
department? 

That is correct. 

And that, you say, is the reason for the fluctuation in these 
figures? 

AS, yes, that is'the reason for the fluctuation, at least 
that would be one of the reasons, and, perhaps, the main one, 
because 1 presume that the operating labour would run fairly 
close although you can see wnat the result would be by 
comparing the Price-Waterhouse statements, which in 1937, 
shows 10.3912% and in 1938 shows 28 some od@ per cent. 

Yes, you have that statement before you, have you not? 

Yes. 

I wonder if it would be much trouble for you to compare for 
me, beginning with the year 19547 

Yes, 

Their percentage of distribution with your own? 

surely. 

In 1938? 

In 1934 there are two figures shown, the first distribution 
of 6.38534%, on a certain figure...... 

Yes? 

And 10.9094% on a different figure. 


Yes, they break theirs down once more, don't they? 


Lat Ga 


ee 


AL, obey # eRe ae 


. 


, eres 

ales de) i 
ub eee &h 
eli 4 y 


Pee se teane 
Ry” Btn WOR RES EN 
ee faa 


vah 


i 
ri 


ae 2 as tae *¢ ens a ee 

"OE TORE OOo TL. Sane aR! ad i ve ae ey 

AS ey ray ay, eee nts i» apace RL, | iat 

pe ee. Wee Tier eat ile 
a ae 


Kis 


Oo > 2 6 


> Oo - 


& 


Poo eS ie 


Morrison, 


-2668-" 


Apparently. 
They take an extra step? 


Yes. 


Perhaps it would not be convenient to compare those when you 


have those two figures? 

Well, I have not got any further comparison. 

Well, we will have todo that in our own way? 

Yeu, 

Now, it has been mentioned in evidence, Mr. Morrison, but 
not proven yet, that there Will be an expensive budget for 
the year 1939? 

Ves: 

In the pipeline department, and the figure mentioned was 
$263,000.00? 

HORS css 

For 2059, this year? 

Yes, but what is that for? 

That is for capital expenditures in connection With the 
pipeline? 

Capital expenditures? 

Yes? 

Yes. 

Now, under your system of amortizing those figures, what 
do you do with the capital additions in 1938? 

We add them to the rate base. 

All Of: that? 

No, 50% of them. 

Halt of what is in 1938? 

That is correct. 

Then the expenditures were large or small in 1988, the 


capital expenditures? 
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Weli, they were fairly large,they comnmleted that 6-inch line. 
Yes, and then in 1939 you agiin take half of the capital 
expenditures for that year? | 
for the purposes of amortization. 
Yes? 
Yes, I think that is the recognized practice in order to 
ascertain the rate, is to take half, in order to give the 
earnings and the depreciation. 
So that for the year 1939 they would be much greater than 
for the yéar 19387 
Just how do you mean? 
Taking half of 1958, which was large, and half of 1939, which 
is going to be large also? 
Yes. 
You would have a larger figure for 1959 as compared to 1938? 
Yes,,added to the rate base. 
Yes? 
Oh, yes, and that, of course, would get its proper recognition 
in the rate bese by amortization, which would be a charge 
against earnings and its rate of return..... 
Yes? 
The fact that they are making capital expenditures does not 
detract from the method which we have adopted in recognizing 
those expenditures to the company, they are added to the 
rate base. 
Now, reverting back, Mr. Morrison, to the dip in your percent- 
ages? 
Dip? 
Well, I will call it a "dip", it is from 8% in 1934 to 
4% in 1935? 
Yes, a dip. 


As a matter of fact, it is 7.9% in 1954......-. 
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A To four something. 

Q To 4.25% in 1935? 

A That is correct. 

, And that goes down because of the ecanital exnenditures of 


that year? 

A Yes, that year I think they built the absorption plants 
and that department would take a greater portion of the 
indirect expenses than it did in the previous years. 

q And What does the absorption plant have to do with the 


pipeline department? 


A What has it to do with it? 

) Yes, the answer is "Nothing", is it not? 

A Oh, no, they are all inter-related. 

Q You do not call the absorption plant a part of the pipeline 
operacion, do your 3 

A No, but I claim that a portion of the expenses, the 


administration expenses of this company should go to the 
absorption plant, 

Q Ali) right, and it is because in 1955 that. they bullv the 
absorption plant? 

A Less 


Q That we find your percentage dropping from 7.94 to 4.25? 


A That is one of the reasons. 
Q, That is one of the reasons? 
A 4nd an important reason. 

Q An important reason? 

A Yes. 


So whenever there is a large capital expenditure in some 
other department of this company? 


Yes. 


Your percentage of distribution of the indirect costs to 


this pipeline department will go down? 
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Not necessarily, you might have the very opposite effect, 
if the capital expenditures happen to be in the pi, eline 
devartment, the ratio would go up. 

Let us assume it is not in the pipeline department? 

Then it would go down. 

So then I may out it to you this way, that when in any year 
there is a large capital expenditure in a department other 
than the pipeline department? 

Yes, 

Your oercentage of distribution of indirect costs will go 
down in that year? 


That is correct. 


(Page 2672 follows.) 
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Q So that one might expect to find a great fluctuation 
on the percentages which is uséd from year to year? 

4 It would in this type of business where you have a 
company who are from year to year going into large 
capital expenditures. 1 think is the reasonable thing 
to be expected. I think it proper shat a reflex of the 
distribution of administration expenses should be 
made on that kasis. 

Q You say that the fluctuation is the reason for adopting 
the method which you have used? 

& Not the reason for adopting it. The reason for adopting it 
is that this company is composed that it has capital 
expenditures going on concurrently with operating 
expenses, and therefore is not getting a fair distri- 
bution of the administration and indirect expenses, 
and that I am quite of the opinion that this is a fairer 
and a correcter method. 

Q ‘hat it amounts to is this, lr. .orrison, in your opinion 


that when you have a large capital expenditure in another 


department? 
A Yes. 
Q More of the men's time is being used in the department 


than in the ve Line? 

A Yes. 

Q Than when there are not these large capital expenditures? 

A That is the theory. 

0 So that the indirect and the operating costs at that 
period of the pipe line department will go down. 

A If the capital expenditure is in some other department 
that is correct. 


@ Now there were capital expenditures in the year 1938 
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in the Pipe Line Department were there not‘ 

Yes. 

And we have a figure of 18.29% 

Yes. 

If there had been no ecapitel expenditures in the vipe 
Line Department in the year 193s, what figure would 

you have obteined, what percentage? 

I do not know. It would all depend on what the payrolls 
showed. These figures are the result of an actual 
calculation of the payrolls, and if conditions hed 
been different you would have hac a different figure. 
You can tell ce this, at least, whether your percentage 
would have gone up or gone down if there had been no 
capital expenditures going on in the ripe Line Depart- 
ment. 

But what about the other departments? ‘sould there have 
been any there? If you make a different condition 

in one, are you assuming then that the conditions in 
@l1l other departments are the same? 

Assuming they were all the same as they were, in fact, 
in 1938. You know what they were in 1938% 

Yes, 18%. 

Yes? Some of that was in the *ipe Line vLepartment, 

Some of that capital expenditure. 

‘hen I say 18% I mean that was the proportion 

of labour ratio in 1938 which ineluded capital expend- 
itures in the ripe Line Department. 

Then can you tell me, aggyming that everything remained 
the same in the other departments, and there haa not 
been any capital expenditure in the ripe Lins Department, 


what would heppen to your 8)? 
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A It probably vould have gone down. But if you create 
a different set of conditions you have to make a new 
calculation. 

Q But 1 wanted to find out what the figure would be if 


there had been no capital expenditure in the pipe line 


departinent 
B I think it would have gone down. 
Q Pithink SOitoo. +26) t-understand it, iv.) Lorrison; 


the basis which you ha:3 taken, is a man basis, trans- 


lated into payroll? 


h Right. 

Q That instead of using man-hours you use dollars and 
cents: 

A Yes. 

G. But this much is clear, that the men who are in the 


Pipe Line Department, working in that department, 
is one pert of your equation, you see what I means 
& Yes. 


Sre not all eng: ged in operations? 


A Some. Some were capitel, such as the six inch line. 
Surely. 

Q) Have you any figures showing what the percentages are’ 

& No. The Company will have them. 

Q. You have not done anything with a view to breaking 


that down to see what pipe line men were on capital 
expenditures, and what pipe line men were on operations? 
A No. “e have done it on the basis of all men, whether 
they were engaged in capital expenditure or maintenance 
vork. 
Q So that when we look at Statenent al: 


h Yes. 
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"e@ are dealing with the figure - \44,922.767 

Yes. 

And that figure, ur. liorrison, is 18.29067% of 
pll2,968.27, plus 121,702.01? 

Tha t,.2S,correct.s 

fHnd that is all charged ta operating? 

That is the proportion of the indirect expenses and 
administration which we have allocated to the Vipe 
Line Division for tmt period. 

Are you ina position to agree with me, ir. Morrison, 
that the percentage of men in the Pipe Line Department 
engaged on capitel expenditure, as a basis of these 
operations has a relation of 60 to 40? 

Vell I have not checked the figure, hu. Nolan. No 
doubt the information given to you is correct. I 

have not checked the figures. 

All right, thamk you very much. 

MR. FRAWLEY: Wie. Morrison, so that 2 
will understand you, and the examination that wr. 
Nolan has just been having of you, the Price, 
Vaterhouse people have used a labour ratio basis which 
is a qualifiaction of your labour ratis basis‘ 

“@ll it is another method of distribution. 

On a labour ratio basis? 

On a labour ratio basis. 

They have eliminated what t ey call capital labour? 
Theat is corréct. 

Now, take a concrete case, beeause I find I am able 
to understand it anyway better when it is concrete, 
these are only the indirect costs you are bothered 


with distributing?, 
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A Yes, indirect. And when I speak of indirect I include 
two items, the proportion of the utility expenses and 
the administration charges under a composite heading 
of Indirect ixnenses. 

2 Taking administrative expenses, that is readily defined 
as being the Head Office salaries? 

A Yes. 

Q Calgary Office salaries and even some of the Toronto 
Office salariss* 

A “ell there is Toronto Office expense. 


Pha tus ae proportion = at is down pretty fine at that 


stage, but it really means some smell proportion of the 
gxecutive Officers' salaries? 

A “e were unable to get the details. 

Q ur. Burns was going to look into it and give us the 


dstails of tmt item’ 


A Speaking of the first two items shown on Statement da. 

0 ‘hich are the biggest in that department on Statement 
aARy 

A Yes. 

GQ which is salaries Administrative officers, $20,438.35, 


and Hmployees? administrative offices »21,648.97. 
A Y¥o's.. 


f Add those toveth:r and you get something well over 


v40, 000. 00% 

Ls Yes: 

& ‘hich alone is half of the total item for the period 
in 1938? 

& Yes. 

& That means that what an are seeking to do is distri- 


bute a feir amowt of those administratiiveofficers' 


’ 
‘ 
‘ * 
ct 
1 
fe cy 
+ 
) 
| 
' 
’ 
. 


Hh Os yy oe ve 


‘a ‘eth cat fh: dsl rst 


ieee 2} ent’ "aL 
ied a y : > 


oan mc on he EO 


ro enw eae 
' ‘ i 

j Ghee Wy Ne % A ay : : ae a: 
eran YNcore " i" 


ee AYA 


ct Ms ee io | 


Ue Nore thes a ey hake | 


y 


eh OT UN tae sik ‘wan tin 
t it es pet? n F z {) es 
x BB. hy ah i rae Pi ith oe gt rf BRM, 
4 i " r\ a tah : 1 Ke at 
pie) ty . » a 


RAP) pi mish ae "1 LB, dd eek Saal i 
Hp TE ed ie 
iy ; hate Auk A rl 

i if a 


t gal 
hee Prac te 


‘ills i Re 
* feet at “ mi 
( at? + heel peeve ie Yip or 
(Apo ke ee wt LAE era beintie : he’ wawona ah at By # 
¥ Pe ae CR ee, ; at ; ve 
At) sa iH aD eae ; d ee. at wr eu 


ade 


6 


— 207% + 


Kenneth J. liorrison. 


FD) 


salaries? 

That is correct. 

Can we again, at the expense of labouring thst 

take ix John hicLeod's salary? That is a typical 

instance of the problem we have to solve? 

Yas sir. 

Do I understend what you say is that.in the year in which 
was the absorption plant being built, mr. McLeod ne 
was spending a great deal of time on that part of the 
Company's business? 

There is no-doubt he was, that is to a greater degree 
that he would otherwise be doing. 

In other words, you say it is to he supposed that during 
the year 1935 tir. kicLeod was concerned with examining 

the plans of this plant before it was built; discussing 
it with the engineers; and during the construotion 

he probably visited the plant from time to time and 

was generally concerned cdnsidersbly with the construction 
of that absorption plant? 

Yes. 

And that is why you ellocate to the absorption depart- 
ment # at least take away from the :ipe Line Department, 
Take avav from the Pipe Line Department. 

More of “r. MeLeod's salary than you would in the year 
1938 when the very opposite is happening, ana “r. 

MeLeod is building a pipe line? 

Theat is rignt. That pute it, L think,’ Tairiy ¢lesrls, 
Ané thot is the essential difference between you and 

ir. Taylor's people? Do they say that any portion of 

Mr. MeLeod's salary should be charged to the +ipe Line 


Department during the year in which they are building 
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the new line? 

Oh noe There would be the proportion which the 
operating men of that Department would bear to the 
total operating men. Just to further illustrate that 
Situation. The drilling of wells probably comes into 
it more clearly than anything else, in that that is 
all capital expenditure. Now no portionof Mr. McLeod's 
salary, which is ineluded under Administrative Officers, 
will, under the labour ratio method ucad by Price, 
Waterhouse @ Company be oharged to tho drilling of 
wells. 

I find that difficult to understand. Let us have 
first the facts or vhat you assume to be the facts. 
Because there are no what we call maintenance men. 

The drilling of wells is all capital expenditure. 

Yes. 

Because of th t fact these men who are vemployed in 

the drilling of wells would be excluded from their 
calculations. ‘“hereas we have included them. 

In the result then, no portion of “r. iicLeod's 

Salary was distributed into the drilling of wells 
department? 

It is under our classifioation but not under theirs. 
Yes ? 

Because there are no operating men as such, and the 
distinction between operating men and capital labour 
is that one is a charge against operations, against 
the revenue of the company. 

I am doing this for the purposes of making it clear, 
to the Conmissioners, and also clear to myself. If 


the fact is, suppose we walk into Mr. McLeod's office 
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and found that during these periods he was engrossed 

in the work of the Royalite Oil Company that has to 

do With the drilling of wells? 

Yes. 

Conferring with iir. Burns about it, and with Mre Heard, 
and the other executive officers of the Company. If 

we knew that to be the fact. ‘that is the justification 
Of an accountéent for not including any portionof Mr. 
McLeod's salary for that month, amounting whatever it 
might have been, two or three deys, what is the justi- 
fication for no portion of that salary being charged ta 
the drilling of wollg: department. 

Vell, while I do not pretende to speak for the Company, 
I am merely keeping up what they say in their report, 
which is #xhibit "100" at the bottom of page 2, 

"In this connection it should be mentioned that in 
making the distribution just referred to the payrolls 
applicable to capital additions have been excluded, 

as in our experience it is not the general practice 

for companies which are in operation to capitalize 
charges of this neture." I may explain that here you 
have a company here who are drilling wells, but at the 
same time there are operi:ting expenses continuing and 
which would continue whether they were drilling wells 
or note Now it is because of tht factor it is 
suggested, that it is suggested that it is not proper 

or good practice, accoréing to thvir cxpericney tag 
capitelize any amount of say ir. ie@Leod's salary, 
because -ir. McLeod's selary would be paid to him whether 
there were any wells being drilled or not. 


Not so much to capitalize but what 1 am concerned with 
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is only the apportionnent of Mr. McLeod's salary. 

& That is the apportion. You distinguish -4apportionment 
of salary as against what is charged against operations, 
and by operations I mean against the revenue of the 
company as opposed to what amount will be capitalized 
and set up as an asset. In other words you drill a 
well. It costs you »ylV0,000.00. No portion of Mr. 
McLeod's salary is in there. If there was an apport- 
ionment madu that well might have cost $105,000.00, 
~o,000.00 bcing the portion of Mr. McLeod's salary. 
Instead of putting that in as a cost of the well, the 
Company, for their own reasons, say “" No, we are not 
going to capitalize that, we are going to charge it 
against revenue. ‘Ye are going to regard it as an 
expense." In other words, it did not cost the Company 
any more to drill that well because Lir. MeLeod's 
services were available anyway. That I think is the 
answer. AS against that, Tem not suggesting that they 
Should capitalize the amount, but for the purposes of 
this Commission we are endeavouring to allocate the 
expenses. Iam not suggesting the Company should 
have capitalized this. But if they wish to capitalize 
it it is quite proper. In my opinion it is being done 
every day in the drilling of wells, in that seme portion 
of administration is charged to capital. ''e are not 
Suggesting tmt they should capitelize it. 6 are 
suggesting for the purposes of this Commission that a 
portion of those expenses should at least be distributed 
as belonging to the drilling of wells, and they might 
teke it up in their Profit and Loss Account if they so 


desire. Nevertheless, we suggest that a portionof 
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Mr. bicLeod's «lary for the purpose of this Commission 
Should be allocated to the drilling of wells. 

Q You are concerned primarily with allocating a proper 
amount and no more, and no less to the Pipe Line 
Division, of im. icLeod's salary? 

A That is right. 

Q And in sesking that only a proper share of ir. MeLeod's 
salary is put upon the Pipe Line Division, you say that 
@ll of the other departments of the company, whose 
business ur. McLeod manages,from dey to day, should bear 
theixy propertion of his salary? 

fs That is correct. 

Q “Whether it is what you call a capital department or an 
operating department, still itr. :‘cheod is, in fact, working 
for these departments and on their behalf: 

A ourely. 

Q You should not load up the ripe Line Department with any 
more than that portion vhich represents his labour for 
the Pipe Line Division? 

4 That is true. If it were possible for itr. .oLecd, or 
any other officer, to have a tive sheet, and show every 
day just what they had done, that would be the ideal 
method. 

Q &s a matter of fact that is what he does? 


4 Oh no. 

0 There is no such record kept of it? 

4 No. 

Q Is that not what he does. For instance this morning 


he is engaged with the Pipe ine people and this 
afternoon is the absorption plant people. Is it fair 


to say that that is the way in which his daily work is 
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Givided up? 

He is the Generel Manager of this Company. 

That is matters of policy to be settled for the Pipe 
Line Department come before him just as matters dealing 
with the. Absorption Plant? 

I do not know the routine of the office, but as General 
Mana gr I think that would be the routine. 

I hepe there is no question ee that. He is the 
General Manager of the Company, and concerned with the 
operations of all departments? 

I would sey so, because tir. “eLeod referreé in oupv 
discussions ,sbout distribution about the building of the 
6 inch new line, and because of tet building his 

time was more occupied in the Pipe Line Department. 

I recognize that fact, ana I mé€eavour to recognize 

it all the way through. 

I recall that was one of Mr. McLeod's observations 
while you were j}aving these controversial discussions 
leading up tO-«ercee 

To the method of distribution. 

Did you have some agreement with Pr jee,'/aterhouse 
people in connection with,the labour ratio distri- 
bution or was that just an agreement as to totals? 
Vell it was not an agreement. we did agree ina 

sense, but not a binding agreement, and I am not 
Suggesting it should he even su regarded. But in 
regard to the method of distribution, it was Tinally 
agreed we would use the method that we have adopted 

but the results were not satisfactory to the Company's 
representatives, and they decided to use another basis. 


Perhaps we are talking ahout different things. Insofar 
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as the amount is eoncerned we have an agreement. 

Oh yes, insofar as the acouracy of the figures which 

we have used and presented, and the peroentages we 

have used, we have an agreement. 

That is perhaps what I was refcrring to. 

Vell then, Mr. Frawley, I am quite correct in saying we 
have an agroement on that basis. 

ir. Nolan was asking you whether or not you were 
limiting your submissions to the present, to existing 
facts. I think you said you were? 

Yes. 

As agoinst the testimony from other people looking te 
the future? 

Yes. 

That perhaps should be explained. Ifa pipe line rate 
is-fTixed by this Gollmission it will, atleast, last for 
some apprecieble length of time. But even though it 
only lasted two or three days, at least it is looking to 
the future to some extent. ‘*shat did you precisely mean 
when you sey you confined yourself to existing conditions? 
That is to say that the results which I have given to 
the Commission are based on the actual experience of the 
Company and that experience can, for all practical 
purposes, be brought up to the 31st of December, 1938, 
because it was agreed that those were representative, 
the figures I submitted were representative of the 

year 19358. It does go one step further than that, 

in suggesting what a change of conditions may do. 

“hat you mean is that you are telling to the Commission, 
and you have said in your Report, what it sost the 


Royalite Oil Company as of the dlst of December, 1928, 
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to transport a barrel of oil from Turner Valley to 
Calgary? 

Yes. | 

You say that having arrived at that cost, that you add 
to that a rate of return on the investment and that 
becomes the rate per barrel which the Company should 
charge its customers? 

That cost, or eourse, ineluding amortization? 

Yes? 

Yes, that is correct. 

That is why you are saying you are concerned with the 
pre sent? 

With the presente 

Without speculating on the future? 

16S. 

Which you say, as I understand, you will leave to be 
dealt with in the future if changed conditions distort 
the cost which you have laid down here? 

That is true. 

Now my friend wes discussing with you whether or not 
the hazards between the operation of this pipe line 
company and bine operations of the Calgary Gas Company 
were in any way comperable. You said you thought there 
was a Similarity of security. You discussed the market. 
Have you assumed in your calculations that the 5 years 
or 10 years or 15 years, 20 or 25 year periods, that 
those are the facts, that those lifetimes are facts’ 
Oh absolutely. I am not suggesting these lifetimss 
are correct, but I am taking from the evidence that has 
been presented that these are facts. 


‘hen you say there is security, you are taking it on the 
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fact that you take the 15 year period for instance, 
that there will be oil coming through the pipe line 
15 years from now? 

A Yes. Similarly with the markets. There is a market at 
the present time. Iam dealing with that in precisely 
the same way. I am not suggesting that thet market will 
continue. I am not competent to speak as to that. 

Q You do not know if all the experts are wrong and the 
Commission would accordingly be wrong when they accepted 
any evidence of the experts as to the life of the field, 
but if it should happen that ih no time at all, in‘ the 
matter of say ten months, that all of the oil in the 
Turner Valley would disappear, you then say that that 
would distort your figures and some other Board would 
have to change the rate which you submit, or your evidence 
leads up to? 

& That is correct. 

Phat..i38 ab), Myr. Morrison. — 

THE CHAIRMAN: I suppose one of your dif- 
ficulties is thet this Pipe Line Department is associated 
in its work with the other activities of this Company‘ 

4 Yes, that is a difficulty of distribution. 

Q It would appear that if hy chance this Company, this 
Pipe Line Pepartnent so-called, is to be the subject of 
Governmental regulations hereafter, it would be an 
advantage to have it severed from all other activities? 

4 Insofar ag its records were concerned, oh yes, I think 
that would be very advisable, that the records of the 
Pipe Line Department should be kept separate and 
distinet from those of the othe r departments. 


Q Iam not quite clear there on the figures we have as to 
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you whether or not this has been arrived at. Supposing 
you take a period, say any figure you life, say a 
period /Of wo years? 

4 Yes ‘sir. 

Q As the life of the field, and suppose you adopted the 
view that the Company has adopted, that 10% depreciation 
was the proper depreciation to make, and which they 
are permitted to make by tbe Dominion “Yovernment for 
Income Tax purposes, Have you figured out where that 
would land you in the matter at the present rate? 

A Well. You see there are two periads there Sir. The 


period that the Company have tekenwe will sey; is 


10 years. 
ar year | 
vs) Now we eunnot then suppose 15 ycars. 
Q But you say they have made some investments that 


have not run out? 

A Oh no, but they are being depreciated on that basis, 
of ten years, as they occur. Ve have prepared a 
statement and submitted it here as to what the situation 
would be on the basis of what the Compa ny are nuw 
actually putting through their records. 

Q Which one is that? 

A On Page 5, Sir. Dealing with the year 1948, which is 
on Page 5. Well it deals with all years. 

Q You say, I suppose, of course, if they are taking 
107 depreciation throughout, it is only concerned with 
£0 years, of Life? 

A Very true, from the date it commences. On Page 5 it gives 
the result of what the cost would be on first a basis of 


direct cost, that we have used, which only differs fram 
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the Company by the amount of the storate. The indirect 
costs, of course, will differ because we have used a 
different basis. I am speaking now of the last figure 
on this sheet. 2-806 represents the direct operating 
costs per barrel, and indirect costs we have 938 cents 
or a totel of 3-744 cents. Now the next figure of 
depreciation is, as per the Company's books, that is 
what they have actually taken, 1.644 cents per barrel. 
Ts that at 10? 

Yes, at 10% per annum, yes Sir. 


Yes? 


oe SS” oS 


Then we go on, and give the total cost before provision 
for Income Taxes, of &-388 ccnts, to which we will ada 
the Income Taxes which are presently in foree 2,522 

and a small item for losses on sales or retirement of 

equipment of ;.019 cents, making a total cost of 

7.929 cents per barrel. 

Yes? 

Now what they actually received by way of revenue works 

out - and this figure includes the Pipe &ine adjustment - 

16.850 cents per barrel, resulting ina profit for the 

Period of 8.921 cents. 

Q Yes? 

4 Using our basis of distributing indirect costs, and keeping 
in mind the differcnece of the rentelof the sast Calgary 
storage, that figure then agrees with the Company's 
records. 

° lite COMILISSIOWURR LIPS&ATT: That 7.929 cents costs, 
that includes, however, does it not, Income lax as based 
on 56% return on the capital? 

4 That is correct, sir. That is the actual experience at 


the moment. -Now then to translate that..... 
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The actual cost apart from that Income Tax apparently 
will be something like 53 cents? 

Yes, that is correct, 5% cents. 

The figure 5.488 plus the figure of .019?7 

Yes, and plus in that a figure for Income Tax énd 
Whatever... 

Vhatever the return would be? 

That is correct. Wow you remember I gave some figuves 
and applied what that would mean, and I have the 
corresponding figures for this particular statement 

we are locking at. This particular one we are Looking 
at on the basis of 10° cost before Income Tax, is 5.407 
Cents Whien, you Wilt Tind - well it is 5.588 plus 

e018 which is 5.407 centse The Income Tax would be 
446 and 10% return would be 1.583, making a total 


cost of 7,446 cents per barrel. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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| - MR. FRAWLEY: That Rbmpletes Mr. torr we@eaa 
evidence, Mr. Chairman. At least I say it completes it, 
it completes all that he has at the moment prepared. 
There are a few small items, a couple of statements 
which i have asked him specially +o one which nese 
) a little more caloulation and which gan be put in at any 

time. I am now prepared to Gall Mre Taylor. ee Nolan 

is anxious that he should be dismissed as soon as pos 

sible. 

MR. NOLAN: The gentleman has been here a 

long time and it is a bad time of the year for an ace 

countant to be away from his office. If he could be 

called now it would be appreciated. 

MR. FRAWLEY: Ad. yight, ur. Taylor. 

JAMES WATT TAYLOR, having 

been recalled, examined by hir. Frawley said: 

Q You have been sworn, hir. Taylor? 

4 Yes. 

Q I think you might further qualify yourself, Mr. Vaylor, for 
the purposes of the record as to your standing in the ac~ 
counting profession before Mr. Nolan begins to examine yOue 

A Yese I joined the staff of the Montreal office of Price, 
Waterhouse and Company in 1912; went overseas in 1914; re- 
turned in the Spring of 1919 and rejoined the Montreal staff 
of Price, Waterhouse and Compeny. In flay of 1920 I passed 
the final examination of the Quebec Institute of Chartered — 
Accountants and became entitled to the degree of Chartered 
Accounta nt. I continued on in the Montreal office of Price, 
Waterhouse and Company until 1922 when I was transferred to 
the Toronto office of that firm, where I have remained ever 
Since, having been admitted a partner of the firm, of the 


Canadian firm of Price, Waterhouse and Company, in 1929. For 
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:. J.W-Taylor 

/ the past ten years I have sat on the Qouneil of the In« 
stitute of Chartered Accountants of Ontario and now first 
vice-president of that Institute. My work has got me in 
contact with auditing and accounting problems of all 
kinds in a very wide sphere, including the examinations 
intc the past earnings of companies, the preliminary issue 
of circulars issuing, offering securities for public sub- 
scription. That work has involved always the relationship 
of earnings against capital. I have also bcen called in 
On occasions to valve ths shares of the private companies 
for succession duty purposes, which has involved the going 
from the earnings, and the establishment of the capital 
value of the Shares. f£ think ttt is all I have to say. 

Q Mr. Taylor, before Mr. Nolan begins to examine you, I want 
to ask you something in case I forget it, and you are going 
away a8 soon as you have finished I understand, the firm of 
Price, Waterhouse and Company are auditors for the Imperial 
Oil Limited? 

A Imperial Oils Limited and all its subsidiary companies, 


including the Royalite Oil Company. 


Q And all its subsidiary companies? 

4 Yes. 

Q Your office of course is in Toronto? 

A That is right. 

Q Yeu are the resident partner of your company in Poront o? 

A Yese 

Q The head office of the Imporial Oil Limited is at 56 = Church 
Street, Toronto? 

4 I believe the head office is at Sarnia- 


Q@ The head office of the Imperial Oil Company 1s at Sarnia? 


A P pelieve that is so- 
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Yeu know the savant of the ownership of oe ee Oil 
Gompany, Limitod by Imperial Oil Limited? 

Oh no, in a general way, it fluctuates from day to day 
but it is around 70%. 

Arcund 70%? 

Yes.» 

De you have occasion tc gu to the office of the Standard 
Oil Company of New Jersey in Naw York? 
Oscasionally. 

Does the Price, Waterhouse Ccmpany in New York audit the 
Standard Oil Company of New Jersey? 

They do. 


-fAnd all its subsidiaries? 


I would not say that. There are a number of foreign sub- 
sidiaries which I think are audited by local auditing firms, 


Where we have no connection. 


But otherwise wherever the Price, Waterhouse Company operates 


‘it audits the verious subsidiaries of the Standard Oil of 


New Jersey? 
That is correct. 


Can you tell us the extent. of the ownership of Imperial Oil 


Limited by Standard Oil of New Jersey? 
That is the Imperial Oil by Standard? 


Yese 


T think it tp about 60%, that is to the best of my recollect- 


‘fon. I would not make tt a definite figure. 


I will get that exactly, and the local firm of Price, Water= 
house & Company is in every sense cf the word a branch of 
the organization in Toronto of which you are the resident 
partner? 

The local Calgary office? 


Yes. 
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JeW-Taylor | 

S Zt is under the menagement of Hr. Humphries aes our. 
local manager of this offide: | 
MRs FRAWLEY: ALL Bight. 

Q MAJOR LIPSETT: Can you ro us those figures, 

Mr. Taylor, what peroentage of Royalite does the Standard 

O11 own? 

Presumably, presuming the 70 is correct, is Imperial's owning 

Royalite, and 60 is correct, Standard owning of Imperial, 

the percentage would be 42%. 

Q And I suppose if you find that those figures are not ap 
proximately correct you will let us know? 

a Yese 
MR, FRAWLEY: I think, Mr. Commissioner, when 
some of the executive officers of the Imperial come from 
Toronte we can get all this exactly. In fact I think Mr. 
Wolan has a note to see that it is accurately obtained, 
if [I am not mistaken, and if you have not, will you make 
a note now in case it escapes my mind, that hire LeSueur 
or someene should come prepared tr give the Commission 
pretty accurate information about that. 

Q MR. NOLAND: Mr. Taylor, I understand you have 
made an examination of the operating and capital expend 


itures of the accounts of the Royalite O11 Company? 


A That examination has been made under my direction and supers 
vision. 
Q And that ae report has been prepared under your direction 


which has been merked in this case as Bxhibit ELOOR?. 


A Yes. 
It is dated the 7th of January, 1959? 


Yes. 
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JeWeTaylor 

Q And it is addvessed to the Royalite O11 Company, Limited? 
A YeEBo 


Would you be good enough to take that report and if you 


& 


wish, read it to the Commission, I think that is the best 

way of beginning these discussions, Mr. Chairman. 
A The first thing I want to point out, Mr. Chairman, is that 
this report is prepared in the plural, as the report is 
signed "Price, Waterhouse and Gompany" but as to any opinion 
expressed they are purely my personal opinions, although the 
word""we" appears. The report is dated January 7th, 1939, 
addressed to the Royalite Oil Company, Limited, 606 - 2na 


Street West, Calgary, Alberta. 


(Page no- 2694 here follows) 
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"Dear Sirs: 
We have made an 


expenditure accounts 


-2694- 


examination of the operating and capital 


of your Company for the purpose of 


ascertaining the revenue and costs of gathering and 


transporting oil over your pipe line system for the period 


from January 1, 1931 


to September 30, 1938 and the rate of 


return on the capital invested therein, and we have orepared 


and attach hereto the following statements: 


Statement of investment showing rate of return 


thereon for the seven fiscal years ended 


December 31, 1937 and for the nine months 


ended September 30, 1938 Bxhibit A. 


Statement of average cost and profit per 


barrel of gathering and transporting oil 


for the period from January 1, 1931 .to 


September 30, 


1938 Exhibit RB. 


Statements of operations of the ripe Line 


Lepartment for each of the seven fiscal 


years ended December 31, 1937, and for 


the nine months ended September 30,1938 Exhibits 


o1-C8 


In connection with these statements we have the 


following comments to make: 


Royalite Oil Comeany Limited is primarily a producing 


Company and its revenues have principally been derived from 


the production and sale of oil and natural gis. It has 


little or no selling or marketing expenses, its whole output, 


with the exception of some small sales to drilling eompanies, 


being taken by Imperial Oil Limited and the Canadian Western 


Natural Gas, Light, Heat and Power Company Limited. 


imesdental to tts production operations, pipe lines were 
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laid for the gathering and transporting: of oi] from the 
Turner Valley field to the Calgary refinery of Imperial 011 
Limited and from the commencement of the Operation of the 
pipe lines in 1925 until 1936, oil transported was almost 
euvi rely fOr account, of Tmperial:o0il Limited, ‘but. from 
October 1955, oil has been transported for The British 
American Oil Company Limited and other indepnendent operators. 
Administrative and Other Indirect fxpenses: 

The accounting system followed by the Comoany 
provided for the segregation of the sevenues and direct 
expenses of the Pipe Line Department throughout the period 
from January 1, 1931 to September 30, 1938 covered by the 
attached statements, bus no distribution was made on the 
books of the administrative and other indirect expenses, 
WoTene were incurred, In part, in, the interests ‘of that 
Deveriument. lo Was necessary, therefore, to estaplisa a 
basis for the allocation of these expenses to the Pipe Line 
Department in order to arrive at the net profit of the 
Department. In this connection it shoul’ be mentioned that 
the Company maintains certain utility dep rtments (such as 
steam and electric light plants) and certain service units 
which include a water system, forge and machine snops etc. 
There are a number of bases (all of which are arbitrary) 
on which charges of this nature are alloc:ted in actual 
accounting or-ctice, probably the most generally followed 
being the direst labour basis, which assumes that su ch 


exvnenditures have been incurred in the interests of the 


operating departments in the same ratio as fhe ‘Gdineet 
payroll of each respective operating department bears to the 
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basis has, therefore, been adopted in preparing the 
attached statements (Exhibits Cl to C8) and the wording 
set against these overhead charges on the statements des- 
eribes in more detail the actual besis applied. In this 
connection it should be mention: d that in making the 
distribution just referred to the payrolls applicable to 
capital additions have been excluded, as in our experience 
it is not the general practice for companies which are 

in Operation to capitalize ch:rges of this nature. 
Investment Pets) kasote: 

The investment in capitel assets shown on 
Bxhibit As is arrived at on the basis of the dollar value 
put into-the business year by year, less the dollar value 
recovered on the retirement of capital assets year by year. 
In applying this basis we have included in the capital assets 
the 6" Loop Line which was laid in 1929 at a cost of 
$178,885.02 and taken up in 1952, at which time a recovery 
value of $76,482.60 is credited to the Investment Account. 
PiSetevoMicapLonyor this “cash" basis also, Rad the effect or 
adding $56,269.66 to the capital assets a; shown by the 
books over the period from 1925 to 19358. 

In arriving at the amount of the investment in 
capital assets we have taken the balance at the beginning 
of each year and have added thereto one-half of the 
additions for the year. 

_Provision for amortization_of Capital Investment: 

In addition to a fair snnueal income return on 
his espit:l while employed commensurate with the risk 
involved, the investor is entitled to expect also the 
return of his canital intact within a reasonable time, and, 


in the case of a wasting asset such as oil, the earnings 
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of each year should be charged with an appropriate amount 
to provide for this return of eanital; the fate of the pipe 
line is, of course, inseparably bound up with that of the 
field which it serves, and, therefore, the same principle 
applies... 
If it were poasible to forevast: 
(a) The total number of barrels of oil which will be 
transported in the future over the Coneners 
pipe lines 
(b) Phe additional capital expenditures which will 
require to be made to handle this throughput 
(c) The number of years over which the bu abet eae 
be spread 
then it would be pessible to arrive at an accurate annual 
charge for amortization over the whole period of the | 
operation. As no one of these eines ee eters is capable of 
Be rine tyaccenta ined it becomes necessary to assume 
a period of time over which to spread the provision for 
amortization of the capital expenditures which have been 
made from the commencement of the laying of the first pipe 
line to September 30, 1938, and to apply the eee 
annual ehirge to the period of seven years and nine months: 
covered by the attached statements of operations. December 
31, 1946 has been taken as the date by which the capital 
should be roturned in full, being ten years after the new 
crude field was brought in, in 19356. The investment in 
the pipe line fixed assets has been made in varying amounts 
over a number of years commencing with 1925 and on the basis 
of amortizing all expenditures by December ol, LU46, 02% is 
found that the capital has been returned, on an average , 
in 13.17 years, which in our opinion, is reasonable, having 


regard to the speculative risk involved. 
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This calculation does not presume to measure the 
("lite of the field" but is merely a caleulation spread over 
what we consider a reasonable period of years; therefore as 
no “winding up" is contemplated, salvage v->lue has not been 
considered. 
| we wish to report that we have included in our 
calculations one-hal f the annual amortization rote on 
capital additions made during the year on the assumption 
that, on the average, the expenditures had been completed 
for one-half of the year. | 
Rate of Return on Investment: 

We have considered carefully the questiion of the 
rate of return which capital would be entitled to expect 
from investment in a venture such as the Royalite pipe line, 
and give it AS our opinion that, having regard to the 
hazards involved, one rate of income return per annum 
should be twenty per cent on the investment. 

There is a general misconception as to the 
signifioance of a percentage arrived at as a return on 
Vie oe ale See) Pai ation such as is sey out on Exhibit 
Ae ae nee hereto, the average person being apt to ane 
sider a return of, say, 20% as meaning thit $20.00 in cash 
can be handed over to the investor as his eardings on each 
$100.00 of capital. Such, indeed, is seldom the case as 
the full amount of the darninesiouud probably not be 
available in cash, having been re-invested in the business 
in some other form. The position of the vipe Line Department 
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des. Taylor. Geel sieve po 
slightly. Slight errors which I discovered, which do 
not quite tie up with the other statement. The headings 
of this calculation are "Total", "Average per Annum", 
"@ of Total®. Net profit for the period of seven years and 
nine months ending September 30, 1938, Total $1,151,098.71, 
instead of $1,149,222.37, Average per Annum $148, 528.86, 
and the 100% remains the same. 

Amount re-invested in the business 
in the form of net additiors to capital assets remains 
unchanged at $834,000.53. The Average per Annum remains 
unchanged at $107,612.97. The percentage changes to 72.45%. 

The description agains t Bhe result, 

which is merely the bottom lot of figures taken from the top, 
balance of net profit, which was not reinvested in capital 
assets, $317,098.18, Average per Annum, $40,915.89, and 

the percentage, 27.55%. 


" Average 
Total per Annum of Tota 


Net profit for. the. period 
of seven years and nine 
months ending September 
40, 1938 SPL OL O98. 71 148 , 528. 86 100, % 
($1,149, 222.37) ($148, 286. 76) 
Amount re-invested in the 
business in the form of 
net additions to capit- 
al assets 834,000.53 107,612.97 T2646 % 
(Von) 
Balance of net profit 


which wes not re-invest- | 
ed in capital assets Mele, 02S se, 40,915.89 27 eo % 


$315,281.84 _ $40,673.79 27.40 % 


The putting back into the business of a substantial 
portion of the annual earnings is part sf the past nistory of 
every successful company. Whilst it is true that the 


investor's equity is enhanced through this: policy av snoul 4 
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be borne in mind that in this particular case the amount 
retained in fhe bieiness has been invested in fixed assets 
and so has become frozen as capital in a business which is 
highly speculative. 
Working Capital: 

Et wiitl be noted that in arriving at the ‘capi sal Inve 
as shown on Lxhibit A., there is included the following 


amounts for working capital: 


1937 and 1938 $150,000.00 
1936 100,000.00 
TOS to 1935 75,000.00 


The estimate of the investment in working capital was 
calculated as follows: 
For the nine months ending September 30, 1938, it 
was found that the withdrawals from the Company's 
inventories of materials and stores by the Pipe 
Line Department was 26.7% of the total withdrawals, 
and it has been assumed that this same proportion 
of the Company's total inventory as at September 
30, 1938, was carried on behalf of that Department: 
26.7% of $544,844.00 gives $145 , 248.00 
To which has been added an amount equal to one 
month's cash requirements for direct charges 3s 
taken from the period of nine months ending 


September 30, 19358 
One-ninth of $141,507.86 gives 15,725.10 


Total $160,971.10 
An amount of $150,000.00 has accordingly been taken 
as the investment in working capital for the years 1958 and 


1937, which amount has been reduced for the earlier years, 


Pas 


J.Wi,Taylor. -2701- 


A 


in which the operations were less extensive. 


We shall be pleased to furnish you with any further 


information you may require. 


XOUrs very truly, 


"PRICK, WATERHOUSE & CO.! " 
MR. NOLAN: Now, Myr. Taylor, caning to the state- 
ments themselves, which are represented as Exhibits 
Vea ends Ov to 8, is. there any particular order 
which you would like to follow in explaining those to the 
Gommissioners? Do you want tio take "A" first? 
No, I think "A" is a summary of the separate statements 
and IT should think it would be better to go t the details 
frem which that statement is made up. The same applies to 
"BY". which is merely a oollection in total of the figures 
for the seven years and nine months. tC think I would 
prefer to go to one of the detailed operating statements 
and explain just how it has been made up. 
Then you have, as I understand it, Exhibits "Cl to Ce" 
which take care of this pericd ended September 30th, 193587 
Yes, one for each of the years, 1931 to 1937, and one 
statement for the nine months ended September SOth, 19358. 
And the set-up of eaeh of those Exhibits is the same in 
eich instance? 


Same in each instance, the same principles ap plied and 


_____ the. fieperes cotupg—inexentlLy~the same. description. 


Sine eet mee” 


Q 


Is there any one of those Exhibits, Cl to C8 that you 


would prefer to refer to more than any other? 
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I think it would be advisable to take the last complete 
fiscal year, Which is the year 1937. 

Yes, and that will be 07? 

O7% 

And, of course, you will make reference to the others? 
Oh, yes, I will came back to the others. 

MR. FRAWLEY: The one that Mr. Morrison dealt with 
specificaily was (08. 

MR. NOLAN: } Yes, we will deal with it, but this 
Cue TLITSs ts 

This is the last complete fiscal year. 

Will you take C7 then and explain to the commissioners 
just what this statement is intended to con ain? 

The heading of the statement is "Royalite Oil Company 
Limited, Pipe Line Department, Statement of Operations 


for the year-ended December -Slst, 1937." 


(Page 2703 follows.) 
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On the right hand column the costs per barrel are worked 
out. The first figure we see at the top of the page is 


the number of barrels transported in that year; 2,431.5)7 


A 


1S) 


oS = oO  & 


barrels. 

Yes? 

And the barrel figures appearing on the extreme right 
hand side are arrived at there and divided into the 
number of barrels and into various amounts shown on 
the statement under verious headings. 

So that these figures in the right hend column are 
yer barrel in cents? 

Per barrel in cents om 2,431,517 barrels. 

Yes. Now as you go along what is your next head, Mr. 
Taylor? 

fransportations ~arnings. 

Mil Vou just vearry -on?t 

2,419,804 barrels carried to Calgary, »480,229.11, 

At the prevailing rate in 1947% 

&t the prevailing rate in 1937, and which we notice 
works out on an average at exactly <Q cents. 

23,446 barrels carried to Local Sales Station at 
Turner Valley, $2,111.94. Adjustment of 1936 

pipe line charges (}3,985.10. wuxtended the total is 
(486,324.15, which too works out at 20 cents per 
barrel. 

On the average? 

On vhe average, yes. 

That’ figure ,486,324,15 is the transportation earnings? 
Transportation income, yeS. 


Your next hig head, iir. Taylor, is? 
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Taylor. 


We add u@ the barrellage and we find that it comes 

to 2,443,250 barrels, part of which was only oarried 

to the local sales station and for the purposes of 
arriving at the barrellage, which should be divided 

into various expenses as noted by the footnote, with 

the two X's against it, the last footnote on that page, 
"For purposes of determining the cost per barrel, total 
barrels carried have been deemed to consist of all 
barrels carried to Calgary, plus one-half of the barrels 
cerried to Turner Valley local sales station." The 

next main heading is “Operating Costs". Direct operating 
costs exclusive of administration and amortization 
charges, but after providing for automobile depreo- 
lation 366,012.61. Administration charges distri- 

buted on basis of ratio of direct operating labour of the 
Pipe Line Department to total operating labour - 

7.9110% of 113,675.44, which gives a figure of 
$8,992.86, and those two amounts extended make 375,005.47, 
which works out on the rate of 3.08 cents per barrel 

on the 2,431,517 barrels. 

In that figure of 3.08 cents we have included direct 
operating costs, exclusive of administration and 
amortization charges? | 

No, it includes distribution of part of the adminis- 
trative charges, as indicated. 

Oh, it is broken up into direct operating costs and 
administrative charges? 

To the proportion of the administrative charges. 

And those two added together, the cost of those two 
items, 3.08. cents per barrel* 


3.08 cents per barrel. 
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Now the next? 

Proportion of total Nee es operating costs (as below) 
applicable to pape line department on basis of ratio 
of operative labour costs of the pipe line department 
to operating labour costs of all other revenue producing 
cepartments ~ 15.6019% of $169,844.07 - that is the 
total which appears below - 26,498.73, and a cost of 
1.09 cents ae Derred. 

Ye s? 

As making up the amount of »169,844.07, we have given 
below some details of the items making up that totel. 
In other words, you are going to explain how you got 
the total of $169,844.07% 

Yes sir. Total indirect operéiting costs (net) 
exclusive of Administration and Amortization charges, 
but after providing for automobile depreciation, 
pll4,547.14. Now to these indirect oosts there has 
been allocated a certain portion of the administrative 
charges, based cn the same amount as we used in working 
out the direct, {3113,675.14, and these indirect 

charges have had allocated to them 42.5560% of tie 
total administration expenses, which amounts to 
pll13,675.14, giving an amount carried out as 48,375.72. 
Pee COrilooLOrak LIPSetT Mr. Taylon, if) iwonuld 
not be fTnterrupting. Your figure there of {101;504.00, 
is that a comparable figure with Mr. Morrison's 

~96, $85.00 for the same year’ 1 mean there is a 
difference of about »5000.00% 

The 001,504.00 at which point, Sir’ 

That you have come to for that deduction. That figure 


of ,101,504.20, that is direct and indirect? 
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A Direct and indirect, Sir. Yes sir. 


Q Perhaps you haven't it before you but I was just 
wondering if that was comparable with kir.Morrison's 


396, 933.009 


A I would like to see that statement. 
Tire MOLAN: Are you reading from 
Page 2? 
Mae COM*ISSIONER LIPSiTT:- Page 18: of, lr. siorrisomies 


dust so we can follow it. 
A it is» comparable, Sir, except for depreciation. 
Mas GOMISSIONGR Libsitt: ite th OLAN yi bess S OG 


convenient, I do not want to disturb hin now. 


Mae NOLAT: Oh, that is all right, 
sir. 
A No sir, it is more comparable to the $96,933.27 in 


Mr. Morrison's report. 
Q@ Mi. COMMISSIONER LIPS&tt : That is what I am 


asking you? 


A Yes, it is’comparable.to it. 

Q Those are two comparable figures? 

A Those are two comparable figures in 1937. 

Q Thank you very much. 

A ‘Ye had considered the first item Total Indirect Operating 


Costs, exclusive of Administration and Amortization 
pll4,547.14. Then we have distribution of part of the 
Administrative expenses to the Indirect: Oosts on the 
basis of retio of direct Operating labour included in 
Indirect Operating Costs, to total operating labour 
42.5560% of $113,675.14, giving a figure of 148,375.72. 
Depreciation on trucks and tractors as charged in the 
books °7,073.98. Profit on sales and retirements of 


automobiles and trucks and tractors, as credited in 
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the books, (net), 152.77, that is the red figure 
indicating a deduction, giving a total of %169,844.07, 
which is the amount on which immediately above we have 
taken a pereentage of 15,6018% as the proportion of 
the total indirect oprating costs applicable to the 
Pipe Line Department. 

Me. HOLA: In tmet year? 

dip this: years 1957. 

Yes? 

Giving an amount of 26,498.73, or 1.09 cents per 
barrel. Adding up then the direct and indirect 

costs we get a total of 101,504.20, and a cost per 
barrel of 4.17 cents, that being described as the 

total operating costs befors providing for amortization. 
The next item, Provision for Amortization of Capital 
Assets on the basis of providing for the cost thereof 
by December 31st, 1946, Pipe Line Department ‘355,560.88. 
Proportion of provision.for utility and servios units’ = 
15.6018% of 359,316.08 - th.3; percentage it will be 
noted is the same percentage as appears above in 
distributing the indirect costs - 15,6018% of ,59,316.08, 
being a total amortization of the utilities, gives 
9,254.38, and the total amortization extended of 
$62,615.86, which, added to the $103,504.20 ‘ives a 
total cost, direct and indirect, and after provision 
for amortization of 164,119.46, or 6-75 cents per 
barrel. Thet amount taken from the transportation 
earnings arrives at a profit from transportation before 
providing for Income Taxes, of 422,204.69. Now the 
6.75 cents taken from the 20 cents per barrel above, 


: 
gives a profit of 13,25 cents per barrel at that point. 
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The next ivem is add, proceeds from aneues of pipe 

line deductions for loss of oil in transportation 

over actualloss, 450,801 barrels, a total of 457,479.64, 
which works out at 4.36 cents per barrel. ‘te then arrive 
at a figure of 379,684.32, and a profit per barrel of 
15,61 cents. Deducting from that provision for Dominion 
and Provincial Income Taxes, at the current rate of 22%, 
the Income lax works out at a caleoulation on that amount 
which is immediately above it, 83,530.55, the Income 
Tax representing 3.45 cents per barrel. The net profit 
for the year then becomes 3296,153.77, with a net profit 
of 12.18 cents per barrel, and the little tabulation 
immediately below that on the right hand side, gives 

Our Cost per barre] of 6.75 cents, which can be matched 
with the figure just a few lines above, and the Income 
Tax per barrel as 4.43 cents, giving a total of 10.18 
cents per barrel. 

VIP Vou LexpLain. that little, "A" you. have-added to 

this statement, just opposi.6 the pipe Line: Lossés, 

the deduction item? 

Yes sir. ferhaps I could best explain it by reading 

it, Sir. "Under an arrangement comuiencing at from 
September lst, 1938, the deduction for pipe line 

losses on crude oil was reduced from 2% to ly. This 
change in basis, if applied to the period from October 
4th, 1936, to December Slst, 1957, to wiich this 

credit applies, would have the effect of cancelling 

the income from this source and substituting therefor 

a charge of 3188.47." That is the calculation, putting 
the result of what we know as the pipe line adjustment 


account, tu the basis of the present prevailing rate, 
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Since the lst September, 1938. 

Q Nov, bir. Taylor, do you want to sey anythirg more 
about that statement, or would you like to go to 
G~-8 now. 

A I think if there are any points that you, lir. Chairman, 
or ic. Commissioner woulc like to ask on that state- 
ment. Perhaps we might go over the statement for the 
nine months snding »eptember 30th, 1938, which is 
made up exactly on the same basis, sixactly the sane 
headings apply to the actual results for the nines months 
ending September JOth, 1958, on the basis of the 
distribution of overheac adopted by us. 


Yes‘¢ 


£&D) 


A I am taking the direct expenses, and garnings as shown 
by the books. It is headed Royalite Oil Company 
Limited, Pipe Line Departnent, Statement of Operations 
for the Nine Months ended September sOth, 1938. The 
barrels with which we deal i: this veriod is the 
barrellage actually transported during the nine months 
and taking the same basis as we did previously, fou. 
the purpose of arriving at the total barrels, taking 
one-half of the barrels which did not come through 
the main trunk line, but which vere sold from the 
local Turner Valley sales station. @ have a figure 
4,575,615 barrels. Transportétion e@rniugs 4,562,702 
barreis* carricd to Calzary, .,685,376.50, and 
25,826 barrels carried to local sales station at 
Turner Valley, ,1,956.95-. uxtended that is 687,515.45 
giving an average of 15.02 cents. There vas a 


variation of the rate in this period which brings it 


= eg tek 


ae a 


VEE NE 


t 


fan . es 


Sa 
Pr ie ae aie 
iM i Pay ih. 


ha t 


Ae 


r\) 4 . “ uv A , i} j 
Ramet tHe, ALG, ee (eri On 


a 


“ie eer 


rig * <a pat | 


Os y aa et lala 


jar me ne» one 


rate 


ae 


ant Ai 


" wv Bo it igi 36. 


mri oii, 


; 
A 


gs 


tad th . mf 


=2710- 


that it does not work out at an even number of cents 
Jer barre - Operating costs. wsirect opereting costs 
exclusive of administration and amortization charges, 
wl42,984.72. Administration charges distributed on 
hasis of ratio of direct operating labour of the pipe 
line department to total operating labour - 13.5849% 
of 7102,110.25, giving a figure of $13,871.58, a 

total of »156,856.50, or a figure of 3.43 cents per 
barrel. Proportion of totel indirect operating costs 
(as below} applicable to pipe line department on basis 
of ratio-of operating labour costs of the pipe line 
department to operating labour costs of all other 
revenue producing departments,~- 28.9996) of 4190,439.92 
or 355,226.82, making it 1.21 cents per barrel. 

And then you proceed? 

Then ve proceed to give the detail of that amount in 
the same way as we did in the previous year. 

That amount being #190,000.00% 

G190,439.92, which is the anount dealt with in carrying 
out the percentage immediately above. 

Yes. 

Which gives us an amount of ,v5,226.82 or 1.21 cents 
per barrel. These items making up the »~190,600.00 

odd dollars are; "Total Indirect Operating Costs 
(net) exclusive of administration and amortisation 
charges, $132,560.03. Administration chrges dis- 
tributed on basis of ratio of direct operating labour 
includeé in indirect operating costs to total operating 
labour - 46.9625.of ,102,110.25 is 147,953.55. 
Depreciation on automobiles and trucks and tractors 


as charged in the books ,10,531.19. Profit on sales 
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and retirement of automobiles and trucks and tractors, 

as eredited in the books, (net) $604.83, which 

constitutes a deduction. Then we arrive at the total 
operating costs before providing for amortization, and 

that is - well I should say that is a total of 190,439.92. 
Which is the amount which speaks above, and on which the 
percentage of 28.9996% is calculated and gives us our 
figures of the proportion of the indirect operating 

costs. 

G THE CHAIRMAL: At what rate are auto- 
mobiles and trucks and trectors depreciated on the 
books, do you remember? 

4 I rather think it is 25% for the first year and 20% 
for the next following year. I cannot speak definitely. 
But I know the usual rate on trucks and automobiles 
is 25%, which they ster down to 20% and 15%. 

Q 25% the first year, 20j the second year and 15% the 
third year? 

A Yes, my Lord. We have dealt vith the direct and in- 
direct costs, and we find that the totcl operating 
costs before providing for amortization is  »412, 085.12, 


whieh works out at 4.64 cents jer barrel. 


0; lite COMMISSIONER LIPSsiTT: ir. Taylor, before) vou 
pag from that, would you give us a little more explann 
ation of the variations in the three percentages, 13,, 
28% and 46% 

A Yes sir. ‘ie take the administrative charges first. We 


take all our opereting payrolls of the whole toyalite 
Gompany, and we list @ach payroll and its amount, and 
it makes a certain total which we 0a11 100%. Then we 


distribute that 100% by taking the relationship between 
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the amount applicable to this department and the 
total, and it works out in the case of the diréct 


labour chargeable against pipe line department at 


13.5849%. 
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Of the total administrative charges which are $102,110.25/ 
In fact it follows on from there, there is another figure 
which was arrived at at the same time,distributed te the 
utilities and the indirect costs, that emerges at the same 
time the 14.5849, those payrolls being the net proportion 
of the total and the direct pipsline labour being 13.5849 

of the total. We distributed the same amount and each of 
those two, the direct labour takes 13% and the indirect or 
the labour and the indirest section, that is the utilities 
and the service units take 46.9625%. 

MAJOR LIPSETT: Then your total administrative 
charges are $102,110.25? 

That is right. 

You first of all take 13.58% of ttt? 

Yes. | 

And charge that up as $13,871.587 

That is on the direct payroll of the pipeline department. 

I follow that, Mr. Taylor. Then you take the next one, 
where you take the 46.9625% of the same total, of $102,110.25, 
was what I coulduo't quite follow you? 

Yes, that is distributed, the same amount of $102,000 and as 
I said we list the total payroll of all operating departments, 
taking them item by item, one by one and we get the total 
amount of money which is 100%. Then we take each individual 
one and arrive at the proportion that it is of the 100% and 
we find that the direct pipeline labour, that the direct 
pipeline payroll is 13.5849% and the utilities and service 
units portion is 4$.9625%. 

Well of the administrative costs, will it work out this 


way, Mr. Taylor, that you first of all charge 13.5849%? 
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Q And you also charge 28.9996%? 

A No sir. 

Q That is not right? 

A No sir, excuse me a moment, sir, no sir, it does not quite 
work out that way. If you look at the little tabulations 
underneath there? 

Q Yes. 


A First of all we taxe in the direct costs 46.9625% and that 
gives an amount of 947,953.53 of which only 28.9996% is 
then charged back, so it is really 28,roughly 29% to 47% 
that goes back in and is distributed. 

Q Indicated in that $55,226? 
That is right. 

Q But then on top of that, higher up, you charged 13.5849% 
of $102,000 which gives $12,871? 

A That is right. 

That is what I was talking about. 


& 


If I could make just a rough calculation without taking all 
these decimal points. 

Q Yes, certainly, if it is interrupting you, Mr. Taylor, I do 
not want to interrupt? 

4 No, not at all. 
THE CHAIRMAN: We might take five minutes while Mr. 


Taylor does this. 
(A Five Minutes’ Tecess Was here taken). 


Q MR. NOLAN: Now, ir. Taylor, you were going to 
explain to the Commissicners the difference in these percen« 
tages and did I understand you were going to make a calculation 
which would make it clear? 

A Yes, I have made a caclulation and in the first, the figure 


yeferred to, Mr. Commissioner, was this figure of $13,871.58 
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as being distributed direct and you asked me as to how 
much additional came through this allocation down below. 
We distributed 46.9625% of the 102 thousand anda then we 
took 28% of that, which gives practically an equivalent 
amount , to Ape Ca 1)! ha ty gives £13,905 additional that 
goes through this other distribution. LI had worked out 
here, Mre Commissioner, the calculation on 1937 which 
covers the same point which you are going into now and 
which I think it might be helpful to enable you to--- 
MR. NOLAN: The principle is the same? 

Yes, the principle is the same in all of these, this ia 
BOG. 

MR. NOLAN I think perhaps that should be 
marked sir. 

I have 1948 here too, the nine months, I had it, perhaps 
it would be better to look at it as it is the one we are 
discussing, can I withuraw that and give the 1958? 


(STATEMENT PRODUCED BY THE WITNESS 
HERE sARKED AS EXHIBIT "104"). 


All right, now take this iixhibit "104", Mir. Taylor, let us 
see if we can understand the percentages and how you have 
used them. 

The payrolls are listed. 

Now just to go back a minute, this is a distribution of ad~- 
ministrative overhead and only that, is it not? 

The top is the distribution of administration overhead for 
the nine months ended September 40th, 1968, and we have the 
operating labour for other companies and for local sales 
station $19,549.40. Shall we leave the percentage for the 
moment. Service units, utilities, etc. 148,259.09. Crude 


oil production, natural gasoline, gas, gas gathering etc. 
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$105,000.98; oil gathe#ing, trunkline operat ihg $42,896:88, 
the total is $315,696.33. Capital expenditures, including 
construction and drilling $211,229.97, a total of ¢626,926.30. 
Now the percentage on the Ce Side stops at the total 
of $315,696.33. The $315,696.33 is 100% and we take the pro- 
portion representing, which the 19,549.40 bears to the total 
and we find it is 6.192535; the next item is 46.9625%; the 
next item 3.26013; the next item 13,5849% and those four 
items together make up the 100%. Now those percentages may 
be followed into the statement.» 

Let me go back a moment, when you say "payroll" what do you 
mean by that, those are the amounts of money shown on the 
payrolls of the Royalite Oil Company as being attributal to 
the various headings which you have enumerated under "operat= 
woo: lebourt? 

YeB. 

And what does this "operating labour” mean? 

The wages expended on--- 

On operations? 

On operations, on labour which is engaged on the operating 
derartments of the company. 

All right, and you are not taking into consideration the 
labour expended on capital expenditures? 

No. 

You are just dealing with what we call "operating labour"? 
“operating labour". 

And of that operating labour the trunkline department con- 
tributed 42,886.36, or a percentage of 13.5849%? 

13.584 9%. 

And that is the first percentage which you have used in your 


statement in kxhibit "LOO"? 
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That is right. 

That 13.5849%? 

YO. 

Of g102,110.25? 

Yese 

Now that has to do with the administrative oxpenses over~ 
head only? 

Yes. 

Only. Now you have some indirect expenses which you are 
going to distribute, that is the second part of Exhibit 
TLOGN? 

Yes. 

Now will you explain that to the Commissioners, please. 
MAJOR LIPSET?: Before you pass on from this first 
one, Mr. Taylor, does that method of dividing it up mean 
that construction and drilling, this second item of capital 
expenditure, contributes nothing towards the service units 
or utilities? 

No, there is no distribution oy capital expenditure %5 this 
amount of administrative overhead. 

wR. NOLAN: This is only operating labour? 
Operating payrolls. 

MAJOR LIPSET?: Yes, tut the service units and ute 
ilities I suppose are used for all purposes, are they in 
Cluding new construction? 

They might be to sane extent but the basis, my basis for not 


distributing administrative expenses to capital is that you 
have eeyeain fixed charges in the way of administrative 

expenses, which are going to be incurred in any case, whether 
there is any capital expenditure going on or not. You might 


say it is the company's annual charge which the profit and 
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loss account should bear and if in one year you have some 
capital expenditure and take away a portion of that and 
distribute it vo capital expenditures, the expenditure 
being as I say a fixed charge, you might say, in amount, 
you are going to fluctuate your profits to my mind 
artificially. Assuming, let us take it this way, we have 
exactly the same amount of administrative expenses in two 
years, two following years. Now the amount of those ad 
ministrative expenses will be the same in those two years--- 

Q WAJOR LEIPSET?: You mean whether there are capital 
additions or nt? 

A Yes, whether there are capital additions or not, and suppos- 
ing half your payroll is capital expenditure payroll, as 
seems to have been the sase in this year from that statement, 
th3n your profit and loss account is artificially changed to 
the extext of half of the administrative expenses by the 
distribution to capital expenditures, although had there 
been no capital expenditures the amount of those expenses 
would have been the same and the principie of not distribu- 
ting to capital expenditures, if those expenses had been 
jnereased through the capital expenditures, if those ex- 
penses had been increased in amount I would agree that some, 
whatever is represented by the increase which could ve Ladd 
at the door of the capitak sxpenditures, could be taken out 
and distributed to that capital expenditure. 


Q MAJOR LIPSETT: You think that same principle ap-= 


J 


plies, do you, to the service units used? 

A Yes, there is a certain minimum fixed expenditure which we 
must make to keep our operations going. we are in the bus- 
iness of producing oil, and taking that oil over the pipe 


line, thet is the business we are in and that business 
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Should stand its normal ean nugl charge and should not be 
fluctuated back and forth as to whether or not you are 
making capital expenditures. My submission is that it 

gives you an artificial fluctuation on your operating 
results and from my observation, Mr. Commissioner, in the 
manner in which administrative expenses and these in= 

direct expenses moved, having studied then over these 

four years, I find whether they are making capital expen- 
ditures or whether they are not, the amount actually spent 
under the heading of “administrative” and under the headq+ 
ing of “indirect” ds not fluctuate at all. They certainly 
are not increased in years when capital expenditure has 
taken place. 

MR, NOLAW: Well now, turning your attention to 
the second part of Exhibit "104". I see it is entitled 
"distribution of indirect expenses on labour basis"? 

Yes. 

Now you have divided that up.again I see and would you ex= 
plain the division you have theve? 

The division in the case of the secohd section, the dis- 
tinective difference between this allocation and the allo- 
cation in the upper half of the statement is that adminis-= 
tration in this case is only to the revenue producing de- 
partment, we have already distributed a portion of the ad=- 
ministrative expense to indirect expenses so that the labour, 
the payroll of the service units and utilities do not come in 
to this next calculation. we distribute on the basis of 
production, of revenue producing departments only. Tmt is 
the payroll excluding capital expenditures and excluding the 
utilities and we get the percentage of 28.9996% against the 


pipeline which is the percentage which gan be traced to 


Exhibit C8. 
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And which is the proportion of the total indirect Op 
erating costs whieh you apply? 

That ia correct. 

MAJOx LIPSETT: Those figures must overlap a 
little somewhere, iire Taylor, they do not correspond with 
the figure on C8, I do not know whether there is any ad- 
justment which is simple? 

Which nne do you refex tof? 

Well would you take the 28.9996% of, is a division of the 
sum of $147,887.34? 

We will take 23.9996% of $190,499.00. 

WR - NOLAN: What the Commissioner is saying to 
you, Mr. Taylor, is why are you not taking 26.999% of the 
figure shown on Exhibit "104", why do you take it on the 
figure shown on Exhibit "100" on the whole $190,439; let me 
put it to you, is not this statement ixhibit "104" merely 
for the purpose of arriving at the percentages which shall 
then later be applied? 

Yes, that is it. 

And what 28.9996% means is that that is the proportion or 
relation which $42,886.86 bears to $147,997.84? 

That is right, that is purely payroll, those are the pay~ 
roll amounts. 

Those are the payroll amcunts? 

Yes. 

Yes. 

Then we take the percentage which emerges here, the 28.9996% 
and the only thing we get from this statement, tir. Commissioner, 
is the percent, and we take that percentage and we apply it 
to the $190,439.92, the details of which are just underneath, 
and so we get this amount of $55,226.82. 

But we do not find the 190 thousand figure on Exhibit "104". 
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MaJOR LIPSaTt?: 1 think i havouwsot. it. 
WITNNESS : we get the percentage out of 


Exhibit "104" and apply it on the figures as disclosed in 
Hache Da be VLOON 


MAJOR LIFSETT: Thank you. 

MR. NOLAN: I hope that is clear. 

MaJOR LIFSETT : wes. 1. think So. 

WITNESS : lip, Commissioner, | think at this 


time on account of the two stevs which we have taken in 
distributing this overhead, it might be well for me to file 
the percentage which gives the exact comparison with the 
Harvey-Morrison percentages, Which I now tender. 

(STATEMENT PRODUCED BY 

THE WITNESS HERE MARKED 

AS 2G Bin 11057. 

Q MR. NOL:.N: Now what is' Exhibit’ "105", anything” 
to indicate? 

A Exhibit "105" is marked "Royalite Oil Company Limited, pipe- 
line department, comparison of percentages of administration 
and indirect costs allocated to the pipeline department by 
Price, Waterhouse and Co. and by Harvey and Morrison", shall 
iL read it over? 

Yes, read it to’ the Commissioners. 

A The headings are "Year", "Price, #aterhouse and Co. per- 
centages”, "Harvey and Morrison, percentages". 1954, 
Price, Waterhouse and Co. percentage is 10.@6695, Harvey ond 
Morrison 7.94142; 1935 Price, Naterhouse percentage 10.25055, 
Harvey & Morrison percentage 4.255653 1936 Price. cavernouse 
percentage 12.20245, Harvey & liorrison 8.28807; 1937 Price, 
Waterhouse percentage 15.09356, and Harvey & Morrison, 14.18606; 


1938 Price, Waterhouse 28.24993, Harvey & Morrison 18.29067. 


a 


ee 


cy ye ws) 


ia 
Ads ei al 
; % 


us 
= 
i 


se? Gay ae 
Wen Tuan 


“4 
v9 


wane “pret cmt One 


1s 
. 
t 


= 


! 1") 


id 


Joi ePaylor 


C-4 
10 


2. & S$ & 


“2728- 


Now these Harvey and hiorrison percent figures, Mr. Taylor, 
are taken from ir. Morrison's report? 

Directly from his report. 

And are the percentages that he used to distribute the in- 
direct costs in each of these years 1934 te 1938 inclusive? 
The administrative and indirect costs. 

Then you show what your percentages are for those years? 
Yese 


have made? 


This comparison places those percentages in exact relation- 
Ship with the Harvey am Merrison percentages. 

Yes. 

Lt involved the working out of these different steps which 
we took in distributing, all that one might show, I showed 
it, and we arrived at the percentage which is primarily com- 
parable with the Hurvey & Moxrison percéntage. 

But not comparable in amount? 

Not in amount, in percentage only. 

Yell I notice that their figures have what I called this 
morning a "dip" in them, there is no "dip" in yours, yours 
go up all along the line from 1944 to 1968? 

Theat is right. 

Have you anything to say about that? 

Dvn nk theats=— 

Mi. FRAWLEY: He does dip a little bit from 1934 
to 1935, Mr. Nolan. 

WITNESS: I think that those percentages, 


the fluctuations in the percentages that took place in the 


Harvey Morrison percentages between 1984 and 2935. ana L956 


are a direct proof I might say of the manner in which on- 


erations, earnings are fluctuated by the distributing ex- 


penses 
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penseS to capital expenditures in years where there are 
capital expennditures, distributing to those exp enditures 
and capitalizing charges, administrative charges and in+ 
direct charges, which would have been going on in any 

case whether there were capital expenditures or not, and 
another point about them is that we have here the pire- 
line department affected by this distribution, whereas 

the work whieh was actually being carried on, the capital 
expenditure work which caused that so-called dip was 
expended on the constreution of an absorption plant. I 
cannot see why the earnings of the pipeline department 
should be affected because we were building an absorption 
plant to the extent of the putting or distributing of 
those expenses which would have been going on in any case, 
by cutting them in half, which is the effect of this pro- 
ration of these overhead, these administrative and indirect 
expenses to capitalization. 

Well now, Mr. Taylor, you were in the process of discussing 
the 1938 statement, being C8 of your Exhibit: "200%? 


Yes. 


And you were asked by Mr-e Commissioner Lipsett to go back 


to these percentages which you have just donc. - Now going 


on from there, without gotng into all the detail which is 
contained in the language used on the left of these shrets, 
perhpas you can just summarize for us what the position is 

in barrels? 

You get down to the total operating costs before amoritizing+-— 
Of 4.64¢ per barrel? 

Yese 

Anaé them you proceed to provide for amortization? 


The amortization charge works out at 1.889 per barrel, givire 
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a total of 6.52¢? 

Q Per barrel? 

A 


Per barrel. 


Yes. 


i 


A Perhaps I should say in conneotion with the amortization 
charge, I might say that our basis of amortizing is on 
exactly the same principle as Harvey and iorrigon, that 
is our method of working it out. In that way, taking 
into each year an amortization of one-half of the additions 
of that year, that is the basis which has been usec by 
both of us and which I think is proper but the capital 
values we have used are on a different basis. 


(Go to page e7o5- ) 
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Another difference is the fact we are amortizing this 
investment over a period ending December 31st, 1946. 

That is the basis of all these calculations. 

MR. NOLAN: Any difference between you is in 

the value of the capital investment to begin with? 

The length of time that it takes to amortize. 

LOS. There is no difference in the Chena of amort- 
ization being used by your two firms* representativesr 
ixecept that this calculation does not take in any salvage 
WIG As I sayein my! report . But the orincinole of taking 
each years* additions back to 1985. That is another 
basis on which we differ. we take the additions back Le 
say 1925, and we will amortize them on the -uying date, 
which is the bearing date with us. Take the additions in 
the next year and amortize them up to the end of the periodi 
Take the next year and so on. . So that there is a higher 
charge each year against each year's earnings for amortiza- 
tion because as you go slong you pick up the additions 

that have been made year by year and you arrive at, you 

are making your calculation say far 1937 and you have 
collected the annual charge for each one of those years, 
which is going to amortize it at the given date. Bach 

year you have a larger amount, From this point onward, 

of course. no one of us can say whet the capital expenditure 
is going to be, but following on from that you woula in 

1939 nick un the 1939 additions and so on until you got to 
the point that in this calculation if you made any capital 
expenditures in 1946 you get them back in the year, within 
the year. So you would have your eapital 100% back by 


December 31st, 1936. 


TH CHALRMAN: Has the company been amortizing on’ 
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this basis during these years you have been auditing? 
Noy (sir. 
Why didn't you change or suggest a change in their method 
of amortizing, or did you? 

The company's provision was not an amortization charge. 

I sense the difference between an amortizatiom charge and a 
depreciation charge. Amortization visualizes the 
spreading of a charge over a number of years to, you might 
Say, something other than the physical life of the asset. 
ifyyou. take aithirty year period as the life of the field, 
for instance, then you would amortize over that thirty 
years. It may be that within that thirty: years portions 

of that equipment will have to be replaced, its usefulness: 
coming to an end through wear and tear. That would be the 
depreciation feature. am that is the basis on which the 
company set up its charges and its books on the depreciation 
basis, looking to write off an asset over its useful Life. 
instead of giving their capital investment a life of ten 
years? 

On the average. 

A useful life of ten years, regardless of whether there 
would be plenty of oil thtt these lines could serve for 

a longer period? | 

Correct, my lord. 

You were auditing, and I suppose you considered whether or 
not there was a proper basis for assuming that the life of 
the line would be about ten years? 

Ycs, sir. We considered as we went aliong auditing the 
company?s accounts from year to year the basis on which 
they were setting up depreciation and it seemed proper, 
always hiving in mind that the assets were sitting under 


the risk of oi being prodused in Turner Valley, thar 


* % sheet 
e ae es 
ne 3a 
Ss s ast ae 
eel 3 Sa 
” ‘ $ < ’ 
“b a. = Sea oa 
a er & ive ay i ; 
< skis; Sock é : 
: ~ 2 : 
‘ ee a ee 
¢ e ae ; 5 
% a ha Ss ao 
a) — m = ee 


’ eat z z 
be 5 oé < 3 
ey ry : : _ 
3 oe : = 
o fe 
* 4 
ve 
— 
hae. 3 : 
‘ as 
ape : a 
a 4 
an ve, 
‘ : ee 
a) ~4 
ahe 
kay 2 oF 


co 


cars ; 
Fone ye 
aes Lae oy 
* ' 


ne 
- 


J. 


& 


Se ££ 


A 


ys) 


Tay LO Ts 
-2727- 


would be so far as these assets which Would have a longer 
physical life than ten years. 

MA. NOLAN: Mr. Taylor, if you will deal with 
this statement, Exhibit C8 of Zxhibit "LOO". You were 
going to show that the profits from transportation cera e 
providing for income taxes, on a eost of transportation of 
15.0é6¢ per barrel was 8.50¢ per barrel? 

That is profit from transportation before providing for 
income taxes? 

and then you add? 

Add pipeline deductions for losses, 1.83¢ per barrel, and 
we get a figure of 10.33¢ per barrel, from which we take 
provision for income taxes, which is an exact calculation 
On THe prorit. 

Yes? 

Ol fees per-barrei, leaving a profit of 8,U6¢" per Darre., 
Then you have this little supplementary calculation at the 
foot of the pace, which you referred to before? 

Yes. The cost per barrél, €.52¢, income tax per barrel, 
Been me ie a OL. Or S. 799 "per parrer., 

Yes. ell, now, perhaps you will go baek just to 19351, 
which is statement Cl? 

ves. 

WR. KOLAN; Now, each of these, my lord, is 
easily found, because Cl is for 1951, Cé is 1952, and 03 
1933. Now, looking at Cl on Exhibit "100", the trans- 
portation earnings there are per barrel? 

DOR o 

Yes. then you take out your operating costs, in Cl, being 
the year 1931 as at December Slst? 


For the year ending December 31st. 
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Q Yes, the earnings per barrel ,.17.41¢7 
A Transportation earnings per barrel, 17.4l¢. 
Q Yes? 
A Operating costs, 7.62¢ per barrel. 
Q Yes? | 
A That is the direct operating cost. 
Q Yes? 
A And the proportion of the indirect operating costs as 


stated there, making a total of 8.29¢ per barrel. 
Yes? 
As being the total operating cost before providing for 
amortization . The provision for amortization is 3.62¢, 
making a total cost at that point of 11.9l¢. The 11.91l¢ 
taken from’ L¥s4l¢ gives a profit of 5.50¢.: Provision for 
Dominion and Provincial Income Taxes, .83¢, taken from cue 
5.50¢ leaves a net profit for the year of 4.67¢. And the 
tabulation below again, cost per barrel 11.91¢, which can 
be traced to the fourth figure above. Income tax per 
barrel, .83¢, making a total of 12.74¢. 

Q MR. COMMISSIONER LIPSETT: Mr. Taylor, comparing that 
figure mw, the cost per barrel on that schedule, with 
schedule 08, the total cost per barrel in,1931, apart from 


income tax, but including amortization and depreciation? 


A Yess 

Q In 1931 was 11.91¢? 

A Tete nenrighiby sir. 

Q Te? that rich t? 

A That is) right, sir. 

Q Now, when you come to 1938, the including cost figure there 


before income tax was the differenée between 10.53 and 15.02; 


was '1t not? 
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Rep cml ay Ms ae | oye 

That is taking off the income tax? 

Yes, sir, that is right. Vou see the figure. 6§.52¢ in that 
right-hand corner? 

Yes? 

If you trace it up to the figure of $298,317.59, you will 
find. 6.52¢ as the total cost at that panne 

Is not that the total cost less 1.83¢ the profit that you 
made on the pipeline losses? 

No, that 6.52¢ figure, it is the cost before applyim the 
revenue from the nipeline adjustment account. 

if you make that adjustment there is not your taal cost 


before income tax in 1938 about 4-2/S3¢ pez barrel? 


ht Would be 6.52¢, less.1.85¢, about 4.69¢ per barrel. 


4.69¢? 

Yes, about 4-3/4. 

And that. 4.69¢ per barrel of cost in 1938 corresponds with 
19351, when it was costing you 11.91¢ per barrel? 

Nes, oir, that would be-right. Although I scarcely think 
it is quite proper to relate the pipeline adjustment figure 
to the cost, because that.might be a very varying factor 
and is a very varying factor in these nine months ending 
September 30th, 1938, when one applies the present rate of 
Loss.. 

It is amended in fact to some extent at the present time 


by a reduction fran 2% to 1%? 


Yes, The change took place on the first. of September, 19358. 


the change to the 1% allowance. 
So there is only one month reflected in these figures? 
Yes. #e have a little foot-note on that statement, which 


shows “iat the result would have been on the 1% basis. 
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On this Zxhibit C8, perhaps I might read the foot-note, 
which explains that. "Under an arrangement commencing 

as from September lst, 1938, the deduction for pipeline 
losses in crude oil was reduced from 2% to 1%. ihe bat cues 
in basis, if applied to the eight months ending August 3l, 
1958, would have the effect of reducimg the income from this 
source from $83,694.31 to $33,491.82." Now, that figure 
of thirty-three thousand dollars is very closely paralleled 
by the figures that Mr. Morrison gave for the concluding 
three months of 1938, when the overations were on the basis 
of 1% deduction, and his figure was some eleven thousand 
dollars. So that the results for the last three months of 
19358 were just about the same rate as we by this notation 
calculate what the first nine months would have been. And 
that:, of course, would-be a varying factor according to the 
losses experienced. 

MR. NOLAN: Would you mind reading your foot-—note 
on the bottom of page C7, and show what your experience 
would have been? 

fhe Toot-note tO Exhibit C7 reads as follows: “Under an 
arrangement commencing as from September lst, 1938, the 
deduction for pipeline losses on crude oil was reduced from 
2% to 1%. This change in basis, if applied to the period 
from October 4, 1936, to December 31, 19357, to which this 
credit applies, would have the effect of cancelling the 
income from this source, and substituting therefor a charge 
of $188.47", I have those calculations from which that is 
workea out and, perhaps, I could file them, Mr. Chairman? 
Are you saying if the rate on pipeline losses had (been 1n 
1937 wheat it was in 1938 it would have shown a loss instead 


of a profit? 
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On what it was from the first of September, 1938. 

1%? | 

1%. 

There would have been in 1927 a loss of $188.47 instead of 
a profit? 

That is.our calculation. 

HR. CQGIMESSTONER LIFSETT: It is only right to point out 

in 19357 on the rate that they had charged there was a profit 
of 2.56¢ per barrel, which would have to come df your total, 
it would have to come off the 6.75¢, which it cost them. 

It would reduce the actual cost to somethim like 4% or 

43¢ a barrel, the actugl cost in 1937. Mr. Taylor, perhaps 
you would work them out for both years and give us the 
figure exactly on that? 

I will beglad to work that out, sir. But I do not think 
that the two elements are quite related. 

I do not think they are. in fact, in both years the company 
has made a substantial orofit, amounting to a counle of cents 
a cperre lL? | 

Ch, yes, there is no doubt about that. | 
Amounting to 1.83¢ for 1938 and awounting to 2.36¢ in 1957? 
sir, those are our fieures,, Sir, as shown. 

MR. NOLAN: That brings us tothe end of the year 
1937, does it not, Mr y Taylor? 

Yes. 

December 31st? 

Yes. 

Have you anything else you would like to say in respect of 
that year? If not, where shall we go? 

There is nothing more. 

Shall we go back to 1931, which we were dismssing a moment 


ago? 
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THs CHATRMAN: Wel DL) think) (perhanae, oi. 6. 

“IR. FRAWLEY ; Before adjourning, Mr. Morrison 

haw asked me to get from Mr, @aylor some break-downs for hin 
een might as well go on the record... In your Sxhibit C8, 
give us a break -down of the figure of $102,110.25, Thaw 4s 
in the morning, of, course? | . 

Yes. 


And $132,560.03? 


And then have you got these statements such as sxhibit "1C4" 
for all of the years that you have given us from 1954 on? 
Mr. Morrison would like to have those. You did produce the 
1937? 

ies 

Have yougot the 1954? 

i do not believe they are prepared, but they.can easily be 
worked out. Possibly I could have them for you by the 
morning. 

Thank you very much. 

(At this stage the hearing was adjourned until 10:30 A. M. 
January 24th.) | 
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IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


| 


Commissioners: 


The Honourable MR. JUSTICE McGILLIVRAY 


(Chairman) 
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VOLUIGS 61 - January 44th, 1939. 
Vitnesses: 


Je Pie Taylor, recalled. e' e @ e e e oS BOO 


BNE O S. TNT HS 


Statement showing the break-down of 

pl32,560-02, being Indirect Operating 

Gosts for the 9 months ended ceptember 

SUGh, 1948. AT356 


"106 1 


POU Y. = Statement showing the break-down of 
plLOZ,110.25, being the Administration 
ixpenses for the 9 months ending 
September 50th, 1938. 27356 


otatement showing the distribution of 
administration overhead on labour basis 

and distribution of indirect expenses 

On te bour: basis: for. the period or Tour 

years and nine months, ended September 

o0ahn,  1L9S68. 273535- 


"108" 


BLOG Statement, Balance December 3lst, 1925, 
and Yearly Additions, showing caleulations 
of .eighted /verage Number of Years during 
which Investment was employed on basis of 
Amortizing scapitel completely by December 
Olst, 1946-6 e745. 


W120" = Statement described "Royalite Oil Company 
Limited, Pipeline Department, Statement 
of Investment, Net Sarnings, Rate of 
Return and Cost per Barrel on various 
amortization bases." aoe. 


ae Statement "Estimated Provision for 
Amortization, Year 1949". Bi hes 


TULLE Movement in Administrative and Indirect 
Costs and in Payrolls chargeable to 
Capitel Additions, covering a period of 
four years and nine months ending Sent- 
ember J0th, 1938. 2782s 


ee Statement shoving Average Daily Barrellage, 
Pipe Line Rate and Average Daily Income, 
prepared by the witness J, ‘i. Taylor. 2790. 
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24th January, 1939. 
10:30 Asis Session. “Riou = 
JAuLS WATT TAYLOR, 

having been recalled, examined by Lir. Nolan said: 

ay Now, ir. Taylor, at the adjournment last night you were 
discussirg what we call our "C" statement of Exhibit "100".° 

A Yes, but Mr. Nolan, before you commence My testimony this 
morning I think I should hand in certain statements which 
were asked for by i:essrs. Harvey and iworrison just before 
the adjournment yesterday and I have all the information 
here. 

@ You were asked .s) break down two figures, Mr. Taylor, one 
was the figure of $152,560.03 appearing on C=+8? 

A I have that statement here, this shows the details of the 
statement of indirect operating costs for the nine months 
ended September Oth, 1938, showing the details making up 


the amount of $142,000. 
(STATEMENT PRODUCED BY 
THE WITNESS HERE wARadD 
AS BXHIBIT "106"). 
Q Then the break down of the figure of $102,110.257 
That i8 the administration expenses for the nine months en- 
ded september 30th, 1938. 


(STATEMUNT PRODUCED HERE 
MARKED AS EXHIBIT "107"), 


Now turning--- 
There is another statement. 


I beg your pardon. 


= £. fs 


A statement showing the distribution of administrative over~ 
head on labour basis and distribution of indirect expenses on 
labour basis for the period of four years and nine months 


ended September 30th, 19488. 


(STATHMENT PRODUCED HERE 
MARKED AS EXHIBIT *108"). 
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Now that is all you were asked to prepare, Mr. Taylor? 

Yes, that is all. 

Now you were discussing yesterday afternoon the details 

of your statement "C0"? 

Yes. 

And I think I will now ask you to leave those statements, 

you having explained the princivle in them and the same 
principle being applied in each yes of those statements? 

Yes, and there is nothing additional to add in respect to 
anyone of them. 

All right, ther speak for themselves? 

Yes. 

Now will you direct your attention to Exhibit "B" in 

expat LOO? 

ixhibit "B" is described as statement of average costs and 
profits per barrel of gathering and transporting oil for 

the period from January lst, 195i to September Oth, 1938. 
Now the various headings or couli we call them "side-headings"? 
Yes. 

Are exactly the same description as in Exhibits Cl to C8, and 
to my mind the only interesting feature there is the average 
cost per barrel which is brought out in the extreme righte 
hand column of the statements. 

All right, this is statement "B" in Exhibit "100" you are 
directing our attention to? 

That is right. 

And you say it is drawn in precisely the same manrsr in which 
the statements "C" are drawn? 

Yes, and as a matter of fact it merely collects the total 
figure shown on Cl to C8 and puts them in one total against 


the total barrelage for the same period. 
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It i8 a composite statement? 

It i158 a composite statement of Cl to C8; in other words if 
we take Cl to C8, those eight statements, and add up the 
figures under the different heads, we come to these totals 
which are in this statement here. 

And these totals are the average cost and the average profit 
per barrel on gathering and transporting oil between the lst 
of February 1931 and the 20th of Se pt emb er 1938 ? 

The lst of January 1931. | 

The lst of January, 1931? 

And September J0Oth., 1938. 

Yes- well then will you just be good enough to draw the at- 
tention of the Commissioners to this right-hand column which 
is the important column, being in vents per barrel, do L 
understand that you have the average transportation earnings 
per barrel 19.58¢? 

Phat is correct. 

That takes into consideration the fluctuations of the price 
on transportation during this period’? 

Yese 

You have the statement by you, ir. Chairman, it is "B" we are 
talking about. Now then what happens to this figure of 19.58¢? 
I think the first figure we shov.ld consider is the barrelage 
figure of 11,926,671. 


Yes. 


Which ig the total number of barrels transported between this 
period of seven years and nine months > 


Yesbe. 


The average transporation sarnings per barrel works out at 


19.58¢ per barrel. 


Yes. 
The direct operating ccsts at 4.45¢ per barrel; proportion of 
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total indirect operating costs applicable to pipe line 
department on basis of ratio of operating lahour coats 

to pipeline department, 1.18¢, Sliving a fora) dines ang 
indirect costs of 5.64¢ per barrel; provision for amort- 
ization on the basis prrvided for the cost of the fixed 
assets, the total cost by December Slst, 1936, gives a 
figure of 3.02¢ per barrel, making a total cost of 8.65¢ 

per barrel and taking the 8.65¢ per barrel, being our 

total cost including amortization, we arrive at a figure 

of profit, taking the 8.65 from the 19.58, of 10.93¢ 

per barrel. 

Before providing. 

Before providing for income taxes and before taking into 

the income account the proseeds from the, what has been 
always referred to as "the pipeline deductionaaccount". 

Yes. 

we next take in the proeeeds from the excess of pipeline ded}+ 
uctions forloss of oil over actual loss, which gives a figure 
of 1.18¢ per barrel, making the profit then 1l2.ll¢g per barrel, 
from which is deducted provision for Dominon and Provincial 
Income Taxes, which is an exast computation at the prevailing 
rate, I should correct myself there, this calucalation of 
Income Taxes, collects the actual Incame Taxes provided in 
the Cl tu C8 statement s and during that seven years and 

nine months there was a fluctuation in Income Taxes Dut that 
fluctuation is taken care of here in this statement and this 
statement is the actual total regardless of change of rate. 
In other words, it is the average, the average of the Income 


Taxes over the period works out at 2.46¢ per barrel, leaving 


a net profit of 9.o5y¥ per barrel.» 


Then there is your supplementary--- 
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A Then there is a summary underneath. The average cost per 
barrel of 8.05¢, the average Income Tax per barrel being 
the Income Tax actually paid or which actually would have 
been paid, perhaps we are getting a little past there, we 
have merely broken up those prcefits out of the general 
books of the company and we are making our calculation and 
we arrive at a certain profit and we apply the Income 
Tax rate which was current. in. the respective years? 

Q To that profit? 

A 5O when I say the Income Tax was paid, that is not strictly 
correct, but that iS the Tax whish would have been paid on 
those profits in the year in which they were made. In other 
words the rate fluctuates in the peviod I think from 15% to 
22% but this amount takes all those calculations at those 
varying rates and arrives at this total amount which is an 
equivalent of 2-46¢ per barrel, ‘hose two figures together, 
the average cost per barrel and the everage Income Tax per 
barrel, makes 1l.1llg per barrel. 

Q MAJOR LIPSET: On) ‘that: Dnsome. Tax, ieee ayo wie 
that the Income Tax which would have been payable if your 
amortization had run over to.1946? 

A Yes, that is right. 

Q Tt is not the Income Tax which wceuld have been payable on the 
basis of 10% depreciation? 

A No sir. All these calculations are based on sompletely amor- 
tizing the fixed assets by December Jlst, 1946. 

Q So that if you doubled the amortization, which is practically 
what you are aoing, if you are depreciating over 10 years, as 
the company did in the books, you would escape paying a lot of 
those Income Taxes which you are now sharging up, would it not? 

A As a matter of fact this calculstio°n of amorisizing arrives at 


the average number of years that the capital is employed, of 
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some 13 years. 

13 years plus 8 more? 

No sir. In that way we must remember that some of the 
capital went into this venture as far back as 1925. 

Yes, just follow that up, you are amortizing that now in 
the accounts between then and 1946, are you not? 

Yes. 

That means you are amortizing it over 20 years? 

Cheat 25) ats 

But when you are going to pay the Government Income Tax, 
you are treating it as amortized over 10 years? 

Actually the company on its books-~=+ 

Yes. 

Yes, that is correct. 

You never in fact paid anything like these Income Tax sums 
which you are charging here now, have you? 

Well I would like to, I have not made a calculation but a 
calculation would bring that out and which I would like to 
make is that I would like to measure the average amortiza- 
tion here with my average capital and just show where it 
works out. 

iven the last capital would be amortized over 10 years, the 
earlier capital would be amortized over 2O years? 

Yes. 

That means you would only be taking five per cent for de- 
preciation, to fix the rate, but when you are dealing with 
the Income Taxes you were taking 107; off and paying that much 
less Income Tax, is that not the picture? 

Yes, that is the picture. These statements are made out en- 
tirely on the basis of getting all the capital back by Te- 


cember Zlst, 1946. 


So far as these earlier items of Income Taxes are concerned, 


at 
| , % i ae Peo, b fy ke cate VN | Peek ” 
tt sii gsiea ky x ns 
codes et ‘ieee: oe Ad rede af 
i & 
i B nine ated ay hit aa 
ae ; ‘ahi sn ‘eae ‘rane wilson ¢ 
a ' m tee Biss 
; 4 
K 
N ee 
j ha 4 ; 
\ i 
N i eae Py ae , 
ot \ a : i 
(EEO Rar 
{ i iG r 
t ef Ca NP ee Bee ee i pi ara 
ee ate wo ‘yy Bi ee 
; pe \ 
. ak ik Nee a : : Lee ee ye Ore 
f PE Raa wee rf “ii, i oe t ha uh ‘eae rt ¢ 
\ 4 ; ; h i ‘ 
ae dk cal 4 Lia Pte aa 
ay 
ry haa { pes # 
_ vf 
fa 7 
wy unk ie + 
thet gL ine « Plt ge 
ih : : L 
a OS ane De see 
vA 
Ry fe 
Hn ; pie % i ..- \ , M y) a : a Y 
OR GES eG OSE OE) aaa a8 pee al ME ie Wry anal: Fg 
y ' ‘ f / ; \ he ¥ : My é aint ae : 1 
i hae ; ae, s sy ee ait 
bias a : ay y ; Asenn AY CR 3 Fa a oe 
tos Piatt anited ‘kb eae gery. diseior Oe 
rt J Hy Ae | 
a | 
iy Y a 


oe) CaM coe a eRe rage 


SSA. 


they are not a picture at all of the actual facts, 

a I would like to make if I may, sir, it would take me a 
few minutes to make, a calculation as to what that would 
bee. May I sit down my Lord. 


TH CHATH:AAN: Yes. 


(Go to page 2741) 
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I find, Mr. Commissioner, I cannot make that calecul- 
ation from fhese figures, for the reason that if you 
Will notice the average, in looking at the staternent 
on the right hand side, the average of the gross 
assets has not been carried out, and that is a figure 
which I would require to make my calculation, for 
depreciation purposes, and that is a figure on which 
that calculation would have to be made. ‘iorking out 

of that agers.e over a period of 7-3/4 years vould 

take me a little time. I would be glad to have that 
done. duratie The recess. For the purposes of this 
statement only the average figure was worked out to 

the net investment after amortization. A proper 
relative calculation to what was done on the Company's 
books would have to be on the gross value of the 
assets. For instanee, if the books - it sets up a 
gross book value. Therefore I say this calculation 

of amortization which I am asked to make must be 
relative to the depreciation provisions which the 
Company was making on its books. 

(LEO. Paolo Geers Vlould you like to. give 

us any explanation of why when you come to make out 
these accounts you adopted first se different system 

for depreciation and amortization than the Company 
themselves adopted, and secondly why you adopted a still 
Gifferent system to what vas established in the earlier 
statements, nam:ly that this should be all amortized 

in Woevor threes years; if the, life’ of the ‘fteld should 
expire then? 

I formed my own opinion as to the period over ‘hich this 


capital should be brought back, having regara to the 
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risks. Iwas not satisfied until this calculation 
wes worked out, because the calculation shows 10 
years from January lst, 1936. slthough I knew 

Some cepital had been in this venture back in 1925. 
It was not until the calculation was worked out which 
brought a figure of about lé years, that I considered 
a reasonable period in which the capital should come 
back, having regard to the hazards... I may say, iir. 
comrissioner, I intend to discuss these statements 
going bacx over my report and supplementing what is 
Poythnere in-regard tothe rate of return, the vate of 
income and the return end amortization. 

Ll.am wondering why you take 10 years for capital that 
ie taken in in 12936 and:1957,- why you did not. adopt 
that principle before 1936,. when pxresumably the 
field vas not so well developed as now. Have you 

any reason,.in your mind. for that? 

The reason I had in mind is that here we come to 1986 
and there are some signs that there is going to be 
production, probably consicereble production, and that 
the oa pital should come back to us, assuming 10 years 
ofthe t produetion from this new Tield.. thetiie 

whet guided me in teking the 10 years. It seemed to 
me now that production was in 6 way sure, and the 
Company having just trebled its investment that it 
should be looking to the length of time over which 

it should <et its money back. That is the thing 

that guided me in choosing that 10 years. 

Do you. not feel that that principle at least should 


have been adopted for the carlier years When the risk 
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J.- ‘', Taylor. 
was very much greater? 

A The capital invested in the earlier yesrs was very 
very much smaller. The real capital went into this 
Company in 1947 and 1938, and having that in ming, 
this large investment, just made, and putting a 
business judgment to it, that we should get that 
capital back in 10 years fro: 1936, seemed to me a 
reasonable time. ‘ithout having sny regard &@t all 
as to whether the field would last that long or not. 
It is the point that ny eapital is there at a risk, 
anda, considers ble risk, and I get it back an 20 
years. 

Ci, How do you expect to get it back if Dr. Link's estimate 
of 2 or 3 years was correct? 
ats May I interrupt to say 
I do not think the record supports that time, mr. 
Commissi oner. ‘“Jhat Dr. Link said was that there were 
three years sure supply, but that he did not have the 
experience to estimate the reserves on the unproven 
area, but that there was probably oil there, am that 
he would not condemn it. Then further evidence was 
brought in through other witnesses, through my 
Company and by my friend, Mr. wveussen who gave an 
estimate in respect of that unproven area. I do not 
think it can be said we have gone on record in this 
case as having limited the life of this field to 4 
years, because that is not what vr. Link intended to 
convey. I thought that was cleared up by the 
Chairman when he put that specific question te Dx. 


Link when he was in the box cn the last occasion 
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upon which he appeared before the Commission. 

Coweol tink Mas TP meas I quite accept what you 
say. But tht again is subject to the other gualifi- 
cation that it would only produce in any event 17,000 
barrels an acre and no one would drill on that basis, 
ap Least. tne Royalite-would not-.d7ild ‘onythet basic. 
However, that is rather ea side matter. i was trying to 
get the reason for fixing this particular period from 
now On; only from 1956, and why not adopt ativan tre 
earlier period when the field vas not proven anything 
Dike, to the extent it is now? 

That Ls Vnat 1 did, .r2. Gommissioner.. 1 wish’ to “pus 
this on record too, that this calculation, this period 
of 10 years to 1946, was chosen before 1] ever eeraee 
in Calgary. I awaited tne working out of the calcul- 
ation, and it worked out to a basis of 14 years and 

i applied my judgment to that and I cansidered that 
wes a reasonable time in which the capitsl should 

come back. And that is whet the average, the averaze 
time that we find that the capital vas returned. 

For this period, but for the sarlier péerlLod. thea 
Hot in fact, ir. Taylor,-the system that you Mave 
acom ed at all. You did not take this 10 yerr 

period from 1925 on’ 

Wo, but the average vorks out at 16 years. At more 
than 10 yeers. If 1 may, ~.« Cotfmissioners.u. 
Please do not let me stop you at all’ 

I have a calculation here which I think is interesting 
in that regard. This statement is referred to as 


Balance December 31, 1925, and Yearly Additions, showing 
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calculstions of ‘eighted Averaze Wumber of Years 
during which Investment vas employed on basis of 


Amortizing Capitel comple tely by vecember 31, 


1946. And that is thecalcul ation out of which 


emerges this 13.171 years. 
STAT aw NL TN QULETION IS Tou 
MARKED tXAIBIT *LOo%, 
MR. rOLAN: Now would you be good 
enough to address yourself to sxhibit "1U9" and 
explain tc the Commission what it is please?’ 
I think, Mr. Commissioner, this is some information 
that you have been asking for at different times, 
showing the years in which the investment was made 
in these pipe line companies' assets. This statement 
is described as. - well i*have just described its 


THe CHAIRMAN: Are these all the 


capital investments that were made in these respective 


years? 

On the basis which we have used in our calculation. 
The main feature of which is that we have brought 
into the capital assets the 6 inch loop which vas 
put in ain '29"eand taken out in s1¥de. Theasweewaa 
this calculation. 

MR. NOLAN: Lt Ts not: in ii. 
Morrison's? 

No,. 1% L8-no0t in Mr. liorrison's. 

But apart from that? 

Apart from thet this would be exactly in agreement. 
That does it indicate. The amount of capital 


4nvested in the utility assets and direct assets 


in each of these years? 
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-Taylor. 


Meerein, (that ica tight. 

In money? 

In money. axcept for this, this percentage of 
UGLY assets. t's 

Yes? 

I was in error in saying we were exactly in agreenent 
because this percentage of utility assets varies from 
Harvey © li rrison in respect of the rates of overhead 
that they have applied. 

You have used a higher percentage on the utility assets 
then Mir. Morrison? 

Yes. 

ANG (here will be a variation in Column) i. But as 
far as direct assets are concerned in the second 
column, with the exeeption of the 6 inch loop, the 
answer is the seme. 

And certain other items in vhe same category but in 
much smalier dimensions than the 6 inch loop. 

Taking this percentage of utility assets, that is 
what you, in your judgment, sey has been invested 

im the utibities in each of these-years? 

That arises out of the calculation of the percentage 
of spread of indirect cost. 

The ‘totaw.for the. veriod, the entire period, is 

he Ly ORG? 

Thet is right. 

“Why are these figures shown in rei in 1983 and 

19347 

Tho se ne the years in Which there were reductions 


in the amount of fixed assets. 
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Taylor. 
‘iha t does that mean? 
That through retirenents, the retirements were in 
excess of the new edditions. 
And that is true of all the red items throughout the 
rhole of this statement? 


Yass 


Then you have a total of direct assets of $1,465,150.567 


Yes sir. 

And a grend total of.$1,586,175,13*% 

Yes sir. 

Vhat is a weighted average? “e@ighted average 
number of years, what does that mean? 

Weighted average gives consideration to both money 
vélues and time. Botn these elements are given 
effect to°in the working out of this caloullation. 
heat Tirst item of 1925, 160, 000.00. 

Yes. 

Paste Lea en aor 3. years? 

Yes, 21 years, to vecember Zlst, 1946. 

The next item is in for 20-1/2 years? 

Yes. 

And so on down, and then your weighted average is 
what? 

13.171 years. 

You arrived at that by taking the equivalent for one 
year? 

Yes. 

You teke the 2zquivalent for one ye: r and how do you 
arrive at thet first figure in the last column, 
Oo,060,185.1 7% 

By multiplying 160,389.77 by Al yeers. 
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Yes? 

That gives ,5,568,185.00. By bringing it to tha 
basis of »1.00 for one year. 

You multiply in each instance the total by the number 
of years, and that gives you a grand totel of 
520,890,870.827 

Yes sir. 

Ard then divide that bythe total of the investad 
capital’ 

Yes sir. 

And you get as your answer a period of years, 13,171? 
That is correct. 

And that is the averege number of years during whieh 
the investment in this uncertaking \as employed: 

Yes sir, taking. December 31, 1946 és the expiring 
date. 

Yes, basec upon that, it is the weighted average 
number of. years during which the éa@nvestment was 
employed. 

On the basis? 

On the basis of December 41, 1946. 

Yee. which is, on the calculation. 8558 years tron 
1938. I think.I should at this time tie this 
figure to 41,465,150.00 direct assets, to the gross 
investment in fixed assets shown on @xhibit "A". 
if7we look at the lost figure on Uxhibit "a. 
Ongena 

The last figure on the right hand side. 

Unier the heading September 50th, 1958% 

Mes. The figure is ~1,26¢7,620.41. 


TH CHAIR: AT: E do not see that, ir. 
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Noten. sxhioit "Ary 

Pie OL AT § On the top right hand 
corner of oxhibit "A". You will see the period 
Septemher 30th, 1948. Under that figure is 
giyeet Oe0.4l3, “hat is that figure? 

That is the figure on which the eepital investment is 
calculated which includes only half the additions 
for the year 1948. Is we add one-half of the 
aecoxstvions itor, the year 1936, we get a figurevor 
yeo?, 860.15, which brings us to the figure of 
il,465,150.56, shown as direct assets on this 
statement which we havs nvere. 

Wate yeu arenssying,-r. Taylor, is thet, on, @xhipit 
"109" your total direct assets in the amount of 
jl,465,150.56 can be reconciled with the figure 

Of Ola Galsonoe4l on-sxhibit: "2 "-6f Manabe Thou es, 
by adding to the latter figmre one-half of the 
Cacital invested in the veer 1948, in the sum of 
o267, 640.15? 

Yes Sits 

That is your explanation’ 

Yes sir. 

And trat is what you are saying you are tying at 
in with? 
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Now, have you said all you want to say about Exhibit 
BLOGE ? 

Yes. 

Now, then, let us turm our attention to Exhibit A of 
Exhibit "100" and, perhaps, you will be good enough to 
explain that to the Commissioners, 

iuzid OR LIPSETT : Before we pass from this ixhibit 
SLOO Mr; Taylor? 

Les: 

You took this collection of direct assets, the whole 
capital put into this concern in 1925 was $152,000.00? 
Yes. 

MR. NCLAN: Well, now, is that just right? 
Vesiyutiat As quite Tight. 

The whole of the capital put in in the year 1925? 
raus,y that 1s the whole, into the direct: assets: 

Yes, but you have added to it a percentage of utility 


assets, giving a total of $160,000.00. 


Yes, $160,000.00 is the total figure which went in in 1925. 


i AOR TP See. snd down to ithevends of LoSo0rG 
was something like $500,000.00 net? 

If we take the last three figures fron the total; it 
pone out at about #630,000.00, I think that may be the 
easiest way to get at it on account of all these red 
figures, if you take the total $1,586,175.13 and deduct 
from it $958,000.00,which is the total investment in 
1936, 1957 and 1938, we get a figure of approximately 
630,000.00. 

Ts it $650,000.00? 

About $630,000.00 I think. 


UR. MOLAN: Yes, it would be, ir. Commissioner, 
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about $630,00C.00. 

MAJOR LIPSETT : You take the last three figures, 
you say? 

From the $1,586,000.00, the figures of the last three. 

I see. I was not dealing with the percentage of utilities? 
Yes. 

Now, during those years between 1935, say 1935, was there 
any actual new moneys, apart from profits, that was out up 
by the company over and above this $160,000.00, do you 
know? 

I have weg made any calculation of that, sir. 

MR. NOLAN: Well, now, turning to Exhibit A, 

Mr. Taylor, you were #oing to tell us what that statement 
was intended to reflect? 

This statement,as the total indicates; is a auatemere ov 
investments, showing date of return thereon for the seven 
fiscal years ended December Jlst, 1957, and for the nine 
months ended September 30th, 1938. These headings across 
the top show the various periods from December 3lst, 1931, 
to September 30th, 1958. The statement is, the first 
figure represents the investment in trunk lines, 
gathering lines and other direct capital assets, Which 
has just been agreed with this Sxhibit No. "109", which 
has just been submitted, showing the amount of the 
investments year by year back to 1950. 

To What year? 

I beg your pardon, 1925. 


Yes? 


1925, and the figures vecember Slst, 1951, the first 
figures we strike is the investment in trunk lifes, 
gathering lines and other direct capital assets, 


represent the accumulated amount to December Slst, 1931, 
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and carrying along the top of the sheet Lecember dist, 
1952, shows the different balance, which takes cognizance 
of the change during the yéar and so on, December 31st, 
1935, 1934, 1935, 1936, 1957, arriving at September 30th, 
1958, of an amount of $1,227,320.41, which is reconciled 
with the investment year by year as shown in Exhibit "109", 
In @dairect capital assets? 
in direct capital assets. 

Yess Now) what you are saying...... . 

Mme second fieure’is ‘he proportion of investment in 
utilities assets and service units applicable ts the 
pipeline department allocated on a direct operating basis. 
Now, this amount is arrived at by taking the total invest- 
ment in utility assets and applying to it the percentages 
which are arrived at in Exhibits ¢c1 to C8. Ferhaps; 

I might call off these percentages, My. Nolan. 

Soyer rene? 

The percentage applied in 1931 is 10.3912%. 

1932? 

1932, 11.5758%; 1933, 9.7317%; 19354, 10.9094%; 1935, 
10.9903%; 1936, 12.6593%; 1937, 15.6018%, and nine 
months ended September 30th, 1938, 28.9996%. Those 
percentages are added year by year, those nercentages 

of the utility assets are taken year by year and 
constitute the figure, the figure across the column, 

the second line of figures across the column. 

22s? 

Taking into account one-half of the additions for the 
current year, that is the total for the previous, year, 

and one-half of the additions for the current year. 


That gives us our total investment in capital assets, 
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amounting to:, 1931, $739,340.69; in 1932, $701,401.83; 

at December 3lst, 1933, $635,691.56; December Slst, 1954, 
$633,535.22; December 31st, 1935, $€34,564.01; December 
Slst, 1936, 681,151.58; December 31st, 1937, $951,327.33; 
September 30th, 1938, $1,551,573.26. 

*) Then you proceed to set out your revenues for amortization? 

A We set our reserves for amortization, all on the basis of 
return of the capital, whatever time invested, by 
December 3lst, 1946, and those calculations give the 
amount of amortization, not the amount but the occumulated 
balance of amortization over the period of seven years 
and nine months ended September 30th, 1938. 

G Yes, and you take that away? 

A We take that from the total investment in capital assets, 
that is the gross investment, and we arrive at a net 


investment, in capital assets right across the page, and 


averaging $527,210.78. 


Q Now, that averages for the seven fiscal years only, is 
Lt not? 

A NOpenat ts for the eight perhods, 

Q, Yes? 


A That figure is divided by eight because it is the invest- 
ment that at a specific time, or that you have eight 
specific times'investment, «nd you divide it by eight to 
get the average. 


Q, Yes? 


The next column shows the allowance for working capital, 
which I deal with in my report, as $75,000.00 for each 

of the five years ended December Slst, 1955; pl00, 000.00 
for the year ended December Slst, 1936, and 150,000.00 for 


each of the veriods December 3lst, 1957, and September 
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S0th, 1938, giving an average of $96,875.00. 
Yes? 
Adding that to the investment in capital assets we get 
the total investment along the line, with a double line 
underneath it, $1,148,378.79. 
Yes. Now, your next item is "Net Profits"? 
Yes, that is shown on Exhibits Cl to C8. ‘Those are the 
actual net profits as show, taken from these statements, 
and they agree exactly with the figure of met profit 
shown im Cl to C8. 
Yes? 
Then the rate of return is calculated in the relationship, 
time cane December. Slst, 1951, net, vrorats) on sole 102.20 
is 7.60% on the total investment of 86 72,087.90, the 
same relationship avrlies slong these last two lines. 
Yée, ano that pives you what you cali “Ther rate of 
Teoui © 
That is the rate of return on the investment on the 
basis of the profits as shown on Exhibits Cl to C8. 
Yess 
Then it has to be noted that the percentage works Sut, 
on the nine months, is Zo anye if you Will Dockeniie. 
Commissioners, at the last column, the percentage which 
has the red cross against it. 
That is that 32.11? 
That 32.11, that is the profti, the actual profit, 
measured against the capital for this nine months' 
period, so we call attention to that and say in the foot 
note relating to that that "The above rate of return 
of 32.11% for the nine months ended September 30th, 1938, 


is equivalent to 42.81% per annum, assuming these nine 
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months to be representative of the completed year 1938.", 


which is the representation which I understand, which I 
know, the company gave their agreement, that the nine 
months was represéntative of the completed year 1938. 
Yes. So you make a calculation on the basis of twelve 
months to show the rate of return for the year 1938? 
View. 

Theat is what you have done? 

Yes. 

Now, that concludes the statements contained in this 
Peper vir. Paylor? 

Yes. 

Have you anything you want to add to these statements? 
N/O5 8.0%, I think with the explanation which I have 
given of them they speak for themselves. 

I notice that you xverage the rate of return too, Mr. 
Taylor, I do not know th:t you drew the Comiissioners' 
attention to thet, on statement A? 

Yes, suhnat, 1s so... Taking. this period of seven fiscad 
years ended December 3lst, 1957, and the nine months 
ended September 30th, 1938, we find that the average 
annual profit was $148,528.87, and that the average 
capital employed was $624,080.78, giving a rate of 
return of 23.80%. 

Now, in arriving at th-t average did you use for the 

year 1938 the figure 32.12% or 42.81%, or do you remember? 
The effect of our calculation was to take in the, 42.81%. 
All right? 

Because we take the total and divide it by seven and 


three-quarter years. 


All right, and that is all you want to say about your 
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statement? 


wes 4 


Now, there is’ just one question I want to put to you, 
Mr. Taylor, of a general character, something has came 
up in the discussion here about the difficulty that 
arises now in distributing direct costs by reason of the 
fact that we have depurtmentalized this operation; in 
other words, we have several departments under the one 
company? 

12S 

And it h2s been suggested it might be advantageous to 
have the pipeline company as a separate entity, a 
separate legal entity. Now, of course, we can all see 
at a glance that that would be of an advantage from the 
accounting point of view, Would it not? 

Naturally so. 

Naturally so? 

Very much so. 

Very, very, much so, but what about from the point of view 
of economy of operation? 

I think a separate corporate existence for the pipeline 
company would be more expensive, and the one thing which 
would arise there, that some basis of charging out tools, 
etc., to the company would have to be arrived at for all 
these indirect costs which we have had all the trouble 
about, and the question is as to what those charges 
should be, on what basis. For instance, the forge and 
machine shop, which work on all the departments at 
oresent, as to whether it should take a profit and 
charge it to the pipeline company as it would be then, 


and there are a number of different situations which 
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would have to be worked out. 
Q, Air tent? 
A Under thot < 
But they could be worked sut? 


Yes, they could be worked out. 


Q But my point is that the Commissioners are interested in 
a discussion of it from that angle. ‘ow, those utitities, 
for example, which are jointly used, some figure woulda 
have to be set up for them, would it not? 

A SS AAU. eevee | 

Q aS to the distribution? 

A aS to the distribution of the expense. 

Q Yes? 


ho) 1e5, come besis would have to be arrived at. 


Are you prepared to say, when @ company such as this, 


&) 


kKe@ps its: books «such as this one does and uses utilities 
comaion to several departments, that thot makes for economy 
im opera tions 

A Yes, I would unreservedly say that if this, Lf a psevdterve 
pipeline can-any had to uake an investment in its own 
utilities, that it would be a very considerable, it would 
be in a very considerable amount, to get the services as 
‘nes get noW through overating as a devartment of the 
Royalite Oil Company. 

Q Yes. ir. Taylor, have you sone other statements which 
you want to produce to-day? 


A Yes. 


Will you explain to us just what they are? 


& 


ie Uniess: your have any questions to ask in connection with the 


statements, I should like to go back over my report and 
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Supplement what is in there at various points With some 
further ccnsiderations which I took into account in the 
summarizing of my views at the end of the report. 

Q Now, do these form calculations which you have made, new 
calculations? 

A NO, not new calculations. Just rather an explanation of 
the manner in which 1 arrived at certain ovinions which 
are expressed in the revort as ts the rate of return on 
eanital and so on. 

Q THs: CHa lRiish : Before you go into-thav, do 2 
understand this, tir. Taylor, that every figure which you 
present to us has been affected by your accentance of the 


pervodsof the, 4 safety period of “13.171 years? 


A 1 oe Relig same ae 

Q For amortization? 

A intirely. 

Q 4nd you say that that particular Depiod has heen selected 
by you because it is in your judgment sound, and that it 
should pe. so selected? 

Yes. 
And dO I understand aright that in «rriving at that figure 
you did not have regard to the life of the field? 

A NOovreesrd to thé life ofthe field, siz: 

Q, And that vou did not have regard to the condition of the 
assets at the exsiration of the thirteen year period: 

A That is right, sir. 

Q 4nd that you have allowed for, have allowed for ecapital 
Pees ted. to keep it in perfees GONG Lore 

A fiat. Ls presumably taken care of in the onerating expenses 


as we go along fram year to year. 


Q Yes, so that you have a line Which is kept good, will be 


. 
* 


abe LEER 


as 


eS 2 


rie ty 


ere POY. MOIS. =o75e= 


pre sumably in perfect condition at he end Ot vane 
thirteen years? 

A Les, that is -so. 

And you allow nothing for it at the expiration of that time? 
No, sir, because the business is such that we should get, 
that the capital should come back in this period. 

Q Meg MSlGo.Sa.\ it you have, the money invested and the 
capital back, and you would have a line with an al lowance. 

to keep it in perfect condition? 

A Yes. 

All right, I just wanted to understand it? 

But the-position is that, and the calculations take 
consideration of the risk under which the capital is 
invested in the investment. 

Q Viet eshis theres outside of the .hige. of the ghebd, 
Whieh you did not take into account at. all, if you Keep 
the pipeline in a perfect condition,-what risk .is-there 
abisutsit.other-than. there is no oj1 to go through ite 

A ‘The pis sine: principal. risk. 

Q That there may be no oi? 

That there may be no oil to go through it after this, 
after 1946. 

Q are you not concerned then with the life of the field 
in. determining whether or not there will be oil to go 
through it, I mean how otherwise can you come t any 
ecnelusion? «There might not be any oil in one year, 
and there might be oil in thirty years? 

A That ig what I seek to do in .veraging the ditis tion 
for ten yerrs. 

You séek to do whet’ 


Average the risk of there being one year, two years, 
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thyee years, or four years, 

Well, then, does it mean this, that you have done your 
best to estim te the life of the field with safety from 

a finanoial viewpoint? 

Les, 

Are you competent to estimate the life of the field? 

I did not consider it an estimate of the life of the field 
as i point out in my report, sir, but rather a business 
man's viewss to how soon I should get my capital back. 
Would you not be unjust to your client if there was no 

oil to go through this line in two years, you are not 
going to pay it for an average of thirteen years? 

I consider that in that period and in the period of years 
over Which my capital is in that venture, having regard. to 
Poe Nazards which 1 would like to Speak of Later, the 
hazards which I took into consideration that, without 
Consaderiue the life of the Teli buy just. consi dering 

the hazards involved in the investment, that the period 

of thirteen years, which just works out as not an 
unreasonable period over which my capital should come 
back, using business judgment to the situation. 

Mow, you take, for example, 1946, you pick on that period 
that it one be paid out? 

Yes. 

What leads you to think there will be no oil going through 
that pipeline in 1944? 

As I say, my Lord, I have used my business judgment in 
averaging the risk, so that the average of thirteen years 
reflects, strikes an average of time for Which I feel that 


my capital should be returned in this investment at that 


risk. 
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PH CHAD ithsA ils L) Understand. it Sousa 
that you say as a general principle, where I heve a 
hecardous investuent I vant my capital back within a 
reasonable time? 

Yes. 

The time within which you would want it back would depend 
Oo the aerres of the hazard would it not? 

Phat IS*it entirely. 

So you fix on the year 1946 as the last year out of 
which the capital should bs returned. You must have 
On Opinion that.oil will be going through that pipe 
line until 1946, haven't you? 

MO« ine pazardiis that,- the hazard is 1 might 

not’ have oi] going through it up to 1946. ° If the 
hazard turns out to be not so serfous as you calculated, 
if you come to 1946 and there is still oil coming 
through the pipe line, you have made a bad guess on 
that hazard. By the sane token there may not be any 
Oil to come through the pipe line after 1945, and 

I sey that in this period the risk is average over, 
there, beings oil) for ‘some ye.rs after 1946 and the 
hazard of thers being no oil some yeers before 1946. 
You prefer to make a guess as to the risk involved? 
api rely, Sir. 

Rather than listen to these geologists and their 
Sstametos (or the life of the field: 


Ma. ols encame Ly sos 
ell one more thing, ir. Taylor. Have you considered 


where you would be at if, during the period of - 
well put it this way - supposing you had carried on 


with the depreciation on the basis of 10 annually, 
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as the Company Gid inits books‘ 

ve) Yess | 

q where that would lead you to, if you wanted the pay 
out in 1946. ‘Jh: t bearing and effect it would have 
on the figures you heve introduced to our noticet 

& I believe that figure would emerge from the calculation 
that tiajor Lipsett asked me to make. If we take the 
rete, a percentage on the grcss value of the fixed 
assets, which is represented by this total of 
amortization that will be set up in this: period, 1 
believe that would give the relationship. It would 
give the percentage which I think would be comparable 
with 107 per annum. 

Q You see what I am getting et is, taking your idea of 

amortization and distinguishing bet\'cen it and 

deprectation as you do - and it seems to be one 

entertained by other accountants as well - but I am 

curious to know supposing that a Company had gone on 

depreciating at 10% every year of the capital invest- 

fone, VUuswas At didin ‘the books, audited by wou 

firm, from year to year, and approved of, I suppose, 

and Incones Taxes paid thereon on the basis of 

depreciation of 10%, correct’ 

Yes" sir. 


iy 


To all Governments that impose an Income ‘tax’ 


fh © & 


Yes sir. 


LD, 


Now supposing that were carried - and in that respect 
d: ja pesary you are not different from other companies - 
but supposing that were cerried righv through to the 
bitter end ané we forget about this difference of 


amortization anc depreciation? 
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Yes? 

The fact is that within 10 years from any capital 
investment it would be paid out would it not? 

Yes sir. | 

I am curious to know where that would lead us. ‘here 
would we end up* 

I think the relationship is, my Lord, that your pay- 
off period would be this 13,171 years as against 10. 
That is what DT would like to. know. - I would like to 
know just exactly where, in figures, we would be at 

if we said "ell there is no difference between amort- 
ization and depreciation," end sinee you sre not concerned 
with the additions of the assets at the end of the 
Pertod, (nor with the life of the field, I. do not see 
why it makes the slightest difference, whether you 
designate it as amortization or cepreciation. 
Therefore, I want to understand why you made a change 
in the system of approach to the problem and sevondly, 
what the difference is, if any, if it were proceeded 
with in the vay in‘which the Compeny Started and of 
which you apparently approved. So if it can be 
convenient to deel with that I would be very glad? 
Yes; )hiwill do. that. 

Now there is another matter. This Ccmmission has 

no curiousity, at least not an unfriendly one, and 
while we have here heard from the accountants who 
have thus far spoken, that we should not be consider- 
ing what has been termed excess profit, or profits, 

I do not know if the word "excess" is a happy one, 


MR. UOLAN: Past profits, my 


Lora. 
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Meo is. LAV LOr. 

A} THE CHALTRIMAN: Yes? Or we are not. 
As to whether or not a rate fixing body is entitled 
4c in any wey have regard to profits and losses in 
the years that are past, that is by no means entirely 
settled. So I venture t>. ask you to find out if you 
Will, and if you can, as to whether or not this pipe 
line department has put up any money other than out of 
profits, other then the original »160,389.37, and, if 
So, how much. Now in the end that may not have any 
bearing. "“@ may come to the oonclusion that the 
viewpoint thus far acvanced by the accountants is the 
view that should be accepted by a rate making body. 
I merely want to have the data in case we come to a 
digierent oLinion in: the.6nd. 

4 Yes. IE believe, my Lord, lr.: Burns is making’ some oal- 
culation taking the situation back from 1931 to 1925. 
I do not know whether he is going to be able to 
speak as to the amount of profit, but 1 know he has a 
cé@lculation. To go back to 1925 and go into this 
detailed accounting of splitting up this, it would 
be an impossible task. But I believe wr. Burns will 
speak as to the period from 1961 back to 19c5, along 


those lines. 


Q It. should not be very difficult, should it, or should 
Dy lee 
A It took two firms of accountents some months to deal 


with these four and a half years or four yeérs and 
nine months we are dealing with now. 4S a matter of 
fact, prior to 1931 the records are not nearly in 
such good condition as they were from 1931 onwards. 


Q Ido not want any detailed figuration. i merely 
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want to know, the Company put up, from some source, 
perhaps the sale of stock, but I care not, anyway 

the Company put up 160,000.00 odd dollars in 1925. 

Now I want to know if from any source, other than 
profits, they have put up any other moneys since 

which has gone into capital investment. That should 
HOGwuiKeueeLouvlor accountancy iL would not think. 

sources Weeide oe profit. It may be of no importance, 
andi rinse ssnell ibe sorry to..put you,tovthis trouble, 

if it is not, but i want something here on the record. 

I am afraid I would not undertake to speak of any period 
prior to 1931 without the samc laborious deteil as has 
been gone through to produce these statements. I do 

not know whether Mr. Burns will be able to speek as 
TOE raNoUuntS of) prorit: or. Losses prior. to 1931. 

I would not undertake to make any calculation or estimate 
without going through the same very laborious manoeuvres 
as we have to produce the stiatement for the four years 
and nine months. 

Pi we eee LOVGrG GSAT? $ If you take your own Jxhibit 
PLUS a Loe a yvonsy,.,on. this? 

Yes sir. 

In addition to the }160,U00.00 that my Lord has mentioned 
to you, you give figures in the following year, added 

in? 

Yes*sir. 

AS capital: 

Yeaeeipthatiis' rights Year by. year. 

voses not the Bees Inguiry you would have to undertake 
come down to this, are these figures nev money put in 


by the Company or are they profits ploughed back? 
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4 That is the calculation and the missing factor is the 


amount of the profit, which I would not undertake to 
place any estimate sae pEexor to -L96Ls 

‘a If there were not any profits, there wou]d be payments in 
from some other department into this fund? 

4 Yes. The capital-was found from somethere. 

Q The first figure you give, starting with that 160,000.00, 
the first figure you give is in 1981, and that figure 
from some source has become 4672,087.90? 

4 By 1935. 

em ew ieye ol. Thetis taking your Tigure in exhibit VA? 

A Yes sir, thet is the accumulated figure in the direct 
assets as it stood at December lst, 1951. 

Q Yes. If there was no nev: money put in, mr. Taylor, - and 
here is frankly vhat is in my mind also - if there was no 
new money put in other than profit, that 160,000.00 put 
ia noises) has: become’ 672, 000600 in 1LYoie 

A Ifthe profits amounted to the difference between 3160,000.00 


and 642,000.00 that would be the case. 


Q Or in the elternativs’ 

A Or if the profits were not there the money vas spent and 
the capitel cams from somewhere, there is no doubt about 
that. 

Q It equally follows, if there was no hew fioney put in 
fron any outside source it must have come from the ripe 
Line? 

4 (265, JAD anere tas no new moneys The only occasion for 
new money would be if there were not enough profits made 
to plough back into the business. That also depends on 
the pobekpeeah your method of eccounting is correct’ 

&. In facet, if no new money was put in, this 160,000.00 
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must have been built up by 1931 to 672,000.60 out 
of the resources of the Pipe LineDepastment 7? 

A There would be no means to discover the position there 
és to wheth:r new money came in or whether this 600,000.u0, 
or the difference betveen the 160,000.00 and the 
»000,000.00 came out of profit, no other way than 
determining the amount of profits in those 6 years. 


THs, CHALHVAT s vrerhaps you would not, as 


ie) 


the auditor, but would not the persons in charge of the 
books know whether ee yet money from outside sources 
orm not’ 

A That would not emerge. The financing of this Company 
is not divided into departments, and all we know is 
that the money went into the Pipe Line Department. 

Bs to where it e@.me from in the set-up of the Company 
&@s avwhole no,one could tell. The money was found. 

The Company found the money and put it into the pipe 
line. There is no qyuestion‘about that. They spent 
it. There it is sitting in the accounts. 4s to whether 
they hag enough profits to eet that or not i Would be 
anable to say without a complete examination of the 
books as we did from 1961 onvards. It may be, my 

Lore, thet sfter fa. Burns gives bis, testimony,in 
regard to the period prior to 1941, the situ:.tion may 
be oleerer. 

m YeSe 
ee MOLAN: It will not be any clearer, 
my Lord, because we will be faced agein - 1 must say we 
will do it gladly - but on what basis do we distribute 
the indirect costs for these periods? 


Meee LoodOea LivsstTes. 3 On their own basis. Teking 


hod 
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their own figures. The only question I an asking you 
is whether this eapitel that was built up between 

1925 and 1931, from 160,000.00 to %672,000.00; 

Whether any of that money that was put in was new modhey 
from outside sources or whether it was built up in 

some way from the internal resourees. 

like NOLAN: In @ word, did7’2t soome 
Our OF Prorits’ 

fee VOM Ol kt LIP ssTrs Or is there an inaccuracy 
in this statement. 

cD Gn Che ie The question of whether 
or not’ it came out of profits’ at least turns egain 

upon the guestion of whether there were any profits, 
and thst question turns on the precise method of Bbeoude 
tancy you applied to this department of this large 
Company to ascertain what prcefits were or were not 

made for those early years. [t is this problem 

we are now confronted with, in the early years. It 

is doing then what we are doing now, and that is the 
only way it can be done according to the evidence. 

TH CHAIRMAN: -@ will see what iar. 
Burns has to say. 

Pig Ola: | He wil have to take some 
arbitrery basis, my Lord. All this is arbitrary, Mr. 
Morrison's and kr. Taylor's. it. Burns will have to 
take some arbitrary basis as to these ipdirect 
opersting costs and what distribut:on should be made 

of them, because the method applied might make all the 
aiffercnee between whether there was a Loss or a profit. 


‘hat your Lordship wents I know very well; did the 
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money that wont back into this undertaking come out of 
the. profits of the Company. That is Simply did it or 
did: i% not’ 
Tit CHAIRMAN: which, according to the 
accountants who have spoken today probably would make 
no difference at all. That may be the view that we 
entixvely accept. But in case we do not, we do not 
want to be in the cark, which is an advantage tc the 
Company quits as much as anyones else. Wes hould not 
be making any bad guesses against it any more than 
IMRIvestavour.. So it’would be of anterest. |) in short, 
I am not too sure, as yet, Wr. Kolan, that the work 
Ofis. rata Lixing, body is not to get: the whole) picture 
and do what seems fair and just under all the circumstances, 
and that perhaps e Company that has made enormous profits 
over a period of years - I am not speaking of your 
Company now ~ might not be in a different position 
from a Company that sustained losses over a period of 
years, and that might have some reflection in the rate 
fixed by a rate making body who are no chartered account ant s 
not engineers, but by bringing such common sense as they 
have to bear upon a problem which affects the public 


as well as the operating company concerned. 

Mi. MOLAMN: I appreciate that. 

THE CHAIRMAN: Just from that point of view 
and without any idle curiosity about this, we want to have 
some idea so that if anything should ever turn upon it 


we will have something to work upon. I am mre you 


would like us tio have thet. 


7?. NOLAN: {iam Noi ra ising these dit- 


ficulties because I do not approve of teking past profits 
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into account. That is no concern of mine. I am 

trying to serve the Commission. But I am trying to 

point out you have to do that for the years 1925 to 1931, 
what these gentlemen have been doing for the years 

Prom. ool "to 1968.>. You have to-iuse so ine arbitrary 
method of distribution of indirect overhead costs, in 
order to arrive at whether or not there was a loss or 

a profit ina given year. That means doing this work 

as has been done, if I am permitted to use our basis, 

tome trom the year 1931 to-1925. 2m I.right about, gaisy 
TH CHA IRIANE I do not know why you 

should not use your own basis. Any one criticising that 
c@n use some other basis. I do not know why you should 

be asked to come forward with any other basis than the 

one your people think is the correct one. 

MROLAN: Well it ean be: dons), and 

we can take this basis, let us call it Price, ‘iaterhouse's 
basis,-and apply it to the years 192s to 1941 and produce 
statements. Mow the question of time. “what does that 
involve, Mr. Taylor? 

It involves, not the same amount of detail as this work 
involved, but it does involve a considerable time. 

Can you give us an estimate of the time’ 

I would not be able to give you an estmiate until I 
talked it over with our people who would be carrying 

out the wrk. I think, possibly, after talking it 

over in the adjournment, 1 might be ahle to say 

when we resume. 
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Said that thers hed been added to the investment each 
year so much money? 

Yes sir. 

And we asked the simple qusustion, you have seid it is 
added to your capital investment, but where did it come 
from. «However, you might- discuss Lt with im.) Surns. 
I will discuss it with i:r. Burns and with the people 
who will do the work and i will be able to give you 
an estimate of how long. | 

Iam just wondering if this possibility I put forward 
might not well be considered and examined into by 
Lounsel, not so much from the standpoint of the 
witness in the box, but from such material as may be 
found in which light is thrown upon the approach that 
is made by regulatory bodies. There must be a lot 
of Literature upon this subject. Just as one would 


read other cases. 


Met. OO ATs . There are cases. 
THe CHa TiccAlys There are cases* 
Dire eT Sh is Yes. 

TH, CHAI ‘AN: All this would. be 


helpful. ‘.e do not want to pursue a course which is 
universally declered to be wrong, if that declaration 
which has become universal is made by people in whom 

we would have confidence. In short, we would like 
assistance on the underlying basic principle of the 
theory on which such bodies work. For an accountant 

to soy "ell if a regulatory body had exercised a power 
10 years agu the position would be sc and *0, but because 
it did not thet the public should suffer a difference 


in the rate, if it be agsinst them, or the Company 
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should suffer, whichever the ease may be, perhaps 
double, because of thrt circumstance, gives me 

Some pause. ‘ve have no view - I would like to make 
that clear - but at this minute we are not prepared 
to say that we have made up our minds that the 
ascountancy point of view presented by anyone here 
present as to this is necessarily sound. In the 


very book thet I’ think was put in the other day, was 


it Nash. 
MR. FPRSULGY: Nash was one, yes. 
THE CHAIRMAN: I have got Nash that 


I borrowed somewhere. I observed with interest he 
says ~- I think it was Mash ~ that the function of 
a rate making body is rather that of a philosopher 
than a technician, which is an intereeting state- 
ment. -At any rate 1 put the thought vefore you; 
Mr. Nolan, and you too, Mr. Frawley. . Ve do not 
hope you will train us to be philosophers in the 
short time at your disposal. Wevertheless, you 
might throw some light on this in the diligent 
search that I know you apply into any problem 


that confronts you.e 


(At this stage the Hearing was adjourned until 2 P.M.) 
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i 
JAMES JATT TAYLOR, having been 
recalled, continued examination by Mr. Nolan. 
@ Now Mr. Taylor, you have been dealing with 4 pe. :od 
ending December Jlst, 1946? 
A Yes. 
Q But you have made computations, because we were requested 
so to do by the Commission? 
Yes © 
On other yearly bases, namely 5, 10, 15, 20, 25 and 30? 
Yes. 
Have you that computation with you? 


Yes I hav2 it here. 


GS tt OS & 5S & 


You will remember, lire Chairman, that we were invited to do 
this and we have done it. 

A This is described "Royalite Oil Company, Limited, Pipeline 
Department, Statement of Investment Net Harnings, Rate of 
return and Costsper Barrel on various amortization bases", 
the amortization, as mentioned by iire Nolan, being O, 10, 
15, 20, 25 amd 50 years. 

MR. NOLAN: And that would be I think, Mir. 


Chairman, Exhivit "110" if it is acceptable? 


THE CHA TAWA N: It is one document? 
MR. NOLAN: Yes, covering separate periods. 
WITNESS: I think thet may clear up perhaps 


what was asked. This is the only calculation I have made. 


(DOCUMENT PRODUCED HERE 
MARKED AS EXHIBIT 
"110"). 

VITHESS: If I may, my Lord, I would like to 


leave this for consideration later and continue with the 


present basis. 
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MR. NOLAN:. All. vight, Mrs Taylor. 

Just before the adjournment you asked me to make a calou~ 
lation as to the depreciation rate represented by the amount 
set aside for amortization on this basis, and the average in 
these calculations for the seven years and nine monthe ended 
September SOth, 1958, is 5.687%. Now that ig the average | 
up to September 20th, 1938 but the, from 1938 onwards I 

wish to point out in the first place that the amortization 
provided up to September S0th, 1938 does not give full ef- 
fect to the heavy capital expenditures which were made dur= 
ing 1958 and that oniy one-half of them is taken into the 
Capital. T. have made a calculation of what the i939 amor+ 
Gization amount will be, which gives effect to that feature, 
of taking full cognizance of the 1938 additions and also take: 
ceognisance of the vudget for 1949 and the setting up of a 
one-half years amortization on that. 

And has that been prepared in ths forms of statement? 

Yese 

Have you copies available for the Commission? 

Yes, the title of the statement is "Hstimated Provision for 


Amortization, Year 1949". 


(STATIN ENT PRODUCED HERE 
MARKED AS EXHIBIT "111"). 


WITNESS: And I would like to go over that 


statement if I may, 


teks NOLAN: Yes. 
This statement commences with the actual amount-<3+ 


TH CHATRiAN : Phek She Seen Po Le 
MR. NOLAN: Yes, my Lora. 
This statement starts on the direct assets, the amount of 


amortization as taken from C8, that is for the nine months 
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ended September 20th, 1938, that is the exact amount set 

as the amount of amortization for that nine months. The 

next figure, in the capitel assets there were some uncom= 
pleted construction om which we took no amortization but 
will do so in 193°, that is the figure before 39.95. The 
next figure then in 1939, we will have three months! pie 
tization, which will be exactly 1/3 of the first amount of 
$72,429.52, which is for the nine months pericd only, we will 
have an additional three months, so we take 1/3 of $72,429.52, 
which amounts to 24,146.18. 

Now that i8 for October, November and December, 1938? 

Well yes, that is putting it on a one year basis. 

mes, all: wighs - 

Putting the nine months on a one year basis. 

eon alu) ye hb. 

Then we have provision of 1/17 on the 1938 additions. Now 

the fepeedait hone speak as to only half of the amount of 
anortigation in the nines months ended September S0th, 1938, 
we only take 1/2, but in 1932 we teke the whole yearse= 

In what year? 

In 1939 T meant, we take the years amortization which is 
$27,980.02. 

Why do we take 1/17 as the 1988 additions? 

Well there was only, in the figeres for the nine monvhs 

ended September 30th, 1938, which is the figure of $72,429.52, 
we only take one-half of the 1938 additions. 

That is right. 

Now in 193° we must take the additional half of the 19%8 ad- 
dit ions. | 


Yes. 


mie ays 


Saal 


| Sag 
Abi 
WP rdahi dah % 
a he Medes 
ve 


aed hi 
Lt; t aw ob, 
4 ak? ee prey 


e< 


ey) ‘eB; 


ay. Sonn oy | 


Ty ak ie? he ule x! 


Po 


JoWoTaylor 
CH3 meer (Cia) bo 


4 


A Which gives us a figure of $27,980.02, and then the budget 
for the year 1949 is $260,000 on which one-half amortization 
will be takem in the year 1939 and which will amount CO, 
fete taking to the period December 3let, 1946, 

Will ive GL? ,32S 32. 

Q Why do we take this 1/17 ana 1/15? 

A Well that-is the equivalent of the half year. If it was 
a full yoar it wovld be 1/8 but we take it for only a half 
a year which is 1/15, that is taking it by half years up to 
December lst, 1946. 

Q Lam efraid.I do not follow that, Mr. Taylor. Perhaps every= 
boty clse dces out I do not. I can plainly see you have only 
taken into consideration heretofore a half of the 1958 ad-+ 


ditions? 


A Yes. 

Q Now you proceed to bring those 1938 additions to a yearly 
basis? 

A Yes. 


Q Why do you teke 1/17 of it? 
A Because there is 1/17 in the Exhibit @8, there is only 1/17 
but in 1939 there will be 2/17's. 


Excuse me, it ig nine and a half years, is it? 


@ 

A Nine and a half years. 

Q Nine an@ a half-half years, eight and a half-half years? 

A mie “end (ea half-half years. 

Q I see that now? 

A And the cther is seven and a half~half years, that gives 8 


17.33332, which will create an addition to the 1939 amortiza~ 
tion of $75,896.48. bringing it to $148,326.00, in respect of 
the d@ivecs assets. In respect of the indirect assets the 


amount of the amortization as taken in Exhibit C8 is $13,804.95, 
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and adding 1/3 to bring it to a completed year, 1/3 of 

the $15,804.95 is y4,601.65, plus 28.9996% of 1/17 of the 
1958 additions, tho $337.79, giving a total of $4,939.44, 
which also nas to be added to the amount shown in Zxhibit 
08, making a total of $18,744.39. or a total on the Cirect 
assets and utility assets of $167,070.39. 

Yes, nowees 

Which compares with the total of 972,429.52, the firnt item 
and plus $10,804.95, so that those two figures together 
amounting to $167,070.69 will be the amortization charge for 
the year 1969 providing the budget of $260,000 is carried 
through. 

Now as [I understand you, you are making a comparison be+ 
tween what you cali your provision for amortization in your 
statement C8? 

Yes. 

In the total of 986,234.47? 

Yeso 

Pod thie cisure for the Fenn see 

Yess 

OF (6267 ,070.597 

Yes» 

Now what is your point in showing the spread between those 
two figures? 

Well the point is that we have a complete new calculation, 
to compare with the average of 5.687 which I first gave you 
when I resumed the stand and I have made a calculation now 
on the besis of the 1939 amortization against the gross 
capital assets, which gives a depreciation rate of 9.17%. 
Now that 9.17% will continue on from now until 1946, sub- 


ject to this, that is the years past and new capital additions 
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are made, we will pick up the amortization on those ade 
ditions. so that your 9.17% will be a growing percent 
because you will be amortizing the additions which you 
pick up over a lesser period or lesser period each year 
as we go along, until we reach 1946 when the additions 
made in that year would be required to be amortized with- 
jin the year. 

Yes I see». Now Mr. Yaylor, you were mentioning this 
morning you wanted to return to the report, is this a 
convenient place to retuin to it? 

Yes, 2 think it would be, I think there is nothing more 


to talk of in these statements at the moment. 


(Go to page 2778) 
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What is the first point you are going to discuss? 

I am going to discuss the question of capitalization 

of administrative costs and indirect costs. 

Yes? 

I would like to refer to page 2718 of the testimony of 

yesterday. 

Yes? 

When Mr. Commissioner Lipset 4.32554 

You are reading from page 2718? 

2/18. 

(eon Bier record, Yess Then you were going to refer 

Oo a aae 

The Exhibit being discussed at that time was Exhibit "104", 

Bxhibit "104" was the distribution of administration 

overhead and of the indirect expenses on a labour basis 

for the year, 1958, nine months of that year? 

The nine months ending S5Oth September, 1938. 

Yes? 

Reading from the record, : "MAJOR LIPSETT: Before you 

pass, onifrom this first one, Mr. Taylor, @oes, that) method 

of dividing it up mean that construction and drilling, 

this second item of capitxl expenditure, contributes 

nothing towards the service units or upblitpesst 

THE CHAIRMAN: What page? I cannot find that, 

Page 2717, ‘1 am sorry, sir. 

WR. NOLAN: Page 2717 is the beginning? 

It is about the middle of the page. 

"Q MAJOR LIPSETT: Before you pass on from this first 
one, Mr. Taylor, does that method of dividing it up 

mean that construction and drilling, this second item 


of capital expenditure, contributes nothing towards 


the service Waits or utilities? 
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No, there is no distribution of capital expenditure 

to this amount of administrative overhead. 

WR. NOLAN: This is only operating labour? 

Operating payrolls. 

MAJOR LIPSHET : Yes, but the service units and 
utilities I suppose are used for alld DUBDOSes , are "the y 
including new construction? 

They might be to some extent but the oasis, my basis 
for not distributing administrative expenses to capital 
18 thnt you have certain fixed charges in the way of 
administrative expenses, which are going to be incurred 
in @ny case, whether there is any capital expenditure 
Sone on-or nov. You might say it’ is the company's 
annual charge Which the profit and loss account should 
bear ana if in one year you have some capital expenditure 
ani take away a2 portion of that and distribute it to 
capital expenditures, the expenditure being as I say a 
fixed charge, you might say, in amount, you are going 
foo Liucuuace your profits To my Mind artii pcre viv: 
Assuming, let us take it this way, we have exactly the 
same amount of administrative exrenses in two years, 
two following vyeirs. Now the amount of those administrat- 
ive expenses will be the same in those two years--- 
MAJOR LIESETP : You mean whether there are capital 
Ada, orons or nov? 

Yes, whether there are capital additions or not, and 
supposing half your payroll is capital expenditure 
payroll, as seems to have been the case in this year 
from that statement, then your profit and loss account 
is artificially changed to the extent of half of the 


administrative expenses by the distribution to capital 
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expenditures, although had there been no capital 
expenditures the amount of those expenses would have 
been the same and the principle of not distributing it 
to capital expenditures, if those exnenses had been 
increased through the capital expenditures, if those 
expenses had been increased in amount I would agree that 
some, whatever is represented by the increase which 
ero pe laid at the door of the capitan expenditures, 
could be taken out and distributed to that capital 
expenditure. 

Q° MAJOR LIVSETT: You think that same principle 
applies, do you, to the service units used? 

A Yes, there is a certain rinimum fixed expenditure which 
we must make to keep our operations going. wWe are in 
the business of producing oil, and taking that: oil over 
the pipeline, that is the business we. are in and that 
business should stand its normal annual charge and 
should not be fluctuated back and forth as to whether 
or not you are making capital expenditures. hiy 
submission is that it gives you an artificial fluctuation 
on your operating results and from my observation, Mr. 
Commissioner, in the manner in which administrative 
expenses and these indirect expenses moved, having 
studied them over these four years, 1 fini whether they 
are making expital expenditures or whether they are not, 
the amount actually spent under the heading of 
‘sdministrative! and under the heading of ‘indirect! 
do not fluctuate at all. They certainly are not 
increased in years when capital expenditure has taken 


place." 


That is what I wish to read into the record. I mentioned 
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having made a_ study of how these expenses mo ve in relation 
to capital expenditure and I would like to submit a state- 
ment in this regard. It is described as Movement in 
Administrative and Indirect Costs and in Payrolis 
Chargeable ta Capital :sdditions. It covers a period of 
four years and nine months ending September 40th, 1938. 

MR. NOLAN: May we offer that as an Exhibit, 

Mr. Chairman? 


(Document in question is now 
marked Exhibit "112".) 


TH CHAIRMAN : This Exhibit "112" is called what? 
Movement in Administrative and Indirect Costs and in 
Payrolls Chargeable to Capital Additions. At this point 
I would like to refer to Mr. Morrison's report, so as we 
ean follow these particular items and also certain. other 
items to which I. wish to refer. Statement No. 17 of Mr. 
MOpris om Ss) report. 

MR. NOLAN: You mean page 17? 

Page 17, yes. 

Yes? 

Which is for the year ending. December Sist, 19572? 

Yes? 

And the items listed on the last section of the page,I 
would like to go first to the items, the first red figure 
on this page. That is this. 

Trucks and tractors? 

Take the item Trucks and Tractors, Company Garage, Water 
System, Forge and Machine Shop, Storehouse, and turning 
over the page, Residential Quarters, Employees! Garage, 
Now, stopping there. These are residual balances 


; -- 
remaining in these accounts, the red figures representing 
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the profit, you might say, made on the charging out of 
jobs to, partly to orerations and partly to capital. 

That is to say, that any work that is done on account of 
capital expenditure is charged out to capital expenditure 
and this balance is not the measure of the transactions 
that went through. There are debit and credit balances 
in very much larger amounts, which finally work down to 
this residual balance. Take in the case of the Forge md 
Machine Shop, for instance, it is very largely used in 
connection with drilling. All the expenditures, all the 
jobs done for dtilling or any other capital expenditure 
Work, has-been charged sut through that account. - So that 
the capital additions have got their charges in respect of 
any capital items that’ had work done in these shops. 

There has peen a distribution to capital expenditure on 
the jobs so applied. 

And these figures represent what is left? 

What) is-left, the residual balances after taking all the 
charges, wages and material and so on, and clearing out 
tha jobs on same unit basis, going to capital expenditure 
or operating, as the case may be. There are left certain 
items. Going now to the black items above there. Boiler 
Plant, Eleetric Plant, Turner Valley Office Expense, 
Engineering, Laboratory, and General Flant Expense, and 
soon. Perhaps, if we teke the items that are now listed 
on this Exhibit, end we compare the amounts with 1937. 
Boiler Plant ixnense, tovalling this small figure under 
Taxes, to 385.529.69, we get $26,227.24. Electric Plant 
Expense, $24,218.96. Turner Valley Office Expense, 


$14,662.64, which is, $161.07 added to the $14,501.57. 


Engineering, $7,710.02; laboratory, $12,518.94. 
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General Plant Expense, I believe General Plants 

Expense, sir, is one of these items which is allocated 

out by jobs, and it is a black balance. It finished up 

BUN VOSS, 

MR. FRALEY: Is it mt your $9,187.31 at the 
bottom of your statement? 

Yes, that is correct. This has just got out of order. 

Yes, General Flant Expense, $9,187.31 General Tool 
Room Expense, $1,681.92. Fuel Gas Lines, $8,501.93. 

Now, we come to the items which we dealt with, which are 
distributed martly to capital expense. The Residential 
Quarters and the Umployees' Garage are, I understand, 
distributed on a unit basis. Camp and Sanitation, 

Bxpense represents the camplete expense for the year, 
ge,079.28 plus $6.85, equalling 2,086.13. Fire Zquipment 
Expense, 24,087.19 plus $46.55, making a total of $4,153.74, 
Making a total for that year of those particular items 

of $110,922.83. Now, the point I wish to bring out in 

RL te d ae kl al Rear 

vial Lo Ries ial 

"112", is, I have listed these expenses year by year, 
similar expenses to the ones I have just read off for the 
years 1954, 1955, 1936,.1957, and 1936, taking in 1938 

and adding one-third to the actual expenditures as they 
were for the nine months ending September SOth, 1958, to 
bring that to a yearly basis. “That is; as to We wer ty 
expenses and service units. “And above this you Wilh find 
the amount of Administrative and General Expenses, year 
and the two are added together under the descrip- 


by year, 


tion of Administrative and General Expenses and Utility 


Expenses and Service Units, the total for the year 1054, 
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the amount for the year 1935, the inorease or decrease 
from the previous year. And then we take the total of 
this expense for the year 1936, amounting to $183,483.47, 
and percentage of increase or decrease from the previous 
year, which is 2.11%, ana the amount of percentage increase 
for the year 1937, in which the particular item is noted, 
because it represented the artificial fluctuation of these 
expenses, in order to get a true reflection of the increase 
in the expense of the same nature. And then we have the 
amount for the year 1938 and the increase of 17.55 from 

the year before. Now, underneath we have listed the 
Payrolls Charged to capital expenditures for the years 
1954, $72,479.05; for the year 1935, $188,975.86, or @m 
inerease in the capital payrolls of  160.73%. If one 
looks at the figure above one finds that the Administrative. 
and General Expenses and Utility ™xpenses and Service Units, 
or overhead, let us call it from here on, which is so much 
easier, only increased by 10.94%. I take that as my 
indication that there was certainly no growth in these 
expenses in any way related to the growth in the capital 
expenditures for these years. 

Q In other words, you are taking the capital expenditures 
year by year and you are showing the increase in \per- 
centage of one year over another? 

Res; girs 

Q And you are doing the same thing with what you have just 

called your overhead expenses? 

Tes 

Showing the increase in percentages one year over the 
other? 


A Mat ie correct. 
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A 


You have given us a figure of 160.73% of the Payrolis 
charged to Capital Expenditures as against 10.94% of 
overhead expense? 

Yes. And following along the percentage column we find 

in the year 1936 there was a decrease of 19.67% in the 
Payrolls charged to Capital axpenditure as against an 
increase of 2,11% in the overhead. Going to the year 1937 
we find that the Capital Expenditure Payrolls increased 

by 93.46% whereas the normal increase in the administrative 
overhead, that is, ignoring the special item which caused 
an artificial increase, was 3.24 in the overhead as 
against 93.46 increase in the capital expenditure payrolls. 
in the year 1938 the increase in the Capital Expenditure 
Payrolls was 41.30 as against an inerease of 17.55% in 

the overhead. In regard to that increase in 1938 that 

was the period when the pipeline was being stepped up 

to its 6,000,000 barrel capacity. Now, in studying these 
figures, I fail to see how any reflection of an increase 
in these overhead expenses is caused by capital expenditures, 
and that is the study I stated I had made, as to whether 
these expenses did or did not move in any relationship 

to the canital exnenditures. 

Yes, and you have shown us the capital expenditures and 
how they have increased or decreased? 

Yes. 

And the correspoming rates of increase or decrease in 

the overhead expenses? 


Yes, sir. 


Now turning to your report, Mr. Taylor, you have some 
eomaents to make upon it? 


Yes. 
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“hat, in the first place, do you want to consider? 
First, to consider the basis of my arriving at the 
investment in the capital assets. 

Q And that would be at page 3 of your report? 

A At page 3 of my report. 

Q Under the heading “Investment in Capital Assets"? 

A "Investment in Capital Assets". 

Q Yes? 

A L should like to read that paragraph, Mr. Nolan, if I may? 
Yes? 
Page 5,"Investment in Capital assets, the investment 
in capital assets shown on Exhibit A is arrived at on the 
basis of the dollar value put. into the business year by 
year, less the dollar value recovered on the retirement 
of capital assets year by year. In applying this basis 
we have included in the capital assets the 6" Loop Line 
which was laid in 1929 at a cost of $178,885.02 and taken 
up in 1932, at which time a recovery value of $76,482.60 
is credited to the Investment Account. The application 
of this "cash" basis also had the effect of adding 
$56,269.66 to the capital assets as shown by the books 


over the period from 1925 to 1938." 


(Fage 2787 follows.) 
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Now as I understand it, Mr. Morrison has not estimated 
what you call the "cash basis"? 

That 18 so, that is so and has given no cognisance to this 
capital expenditure Which was made at this time. Now the 
manner in which I consider this, lir. Chairman--— 

THE CHATwAl: Just what capital expenditures do 
you say Mr. Morrison has not taken into account? 

Not the $178,885.02 or the $56,269.66. 

WR. NOLAN: The $178,885.02 is directly ap- 
plicable to the 6-inch loop? 

Entirely applicable. 

Yes. 

That was the cost. 

But the %56,269.66? 

Has reference to items of like nature. 

That came in and went out? 

That came in and went out and they disappeared fra the 
books. 

That is soe ie will call them "Miscelleacous items" if we 
may? 

Yes, the principle is the same and I think it would be best 
for me to deal with the larger: item. 

All right. 

The 6-inch loop. 

Which exemplifies what you are going to discuss with us? 
Exactly. | 


Yese 
The manner in which I consider this, lire Chairman, was that 


here is an investment, cash money investment, made after due 
consideration and in the best judgment of the officials of 


this company as to this 64-inch loop being required. In this 
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2 
business of laying trunk lines and gathering lines the 
company has always got to be, well shall E say "a jump 
ahead of the game" and this hoop was constructed at a 
time when there had been an insresase in the POOH WON OL 
oil, which looked as if it might continue and if it aia 
continue this additional facility was necessary in order 
to handle ite No doubt about the cash investment hav ing 
been made ee in the best consideration of the of- 
ficials of the company, you must assume that. The pro- 
duction did not materialize for reasons over which the 
company had no controle The oil did not come and after 
waiting for some three years to see if it would develop 
it was decided that they had better take the pipe up, that 
it was not going to be required, and followi ng the proper 
practice in the books that investment was lifted out of 
the books, it should be there no longer. The investment 
for the purpose of the company's balance sheet would be 
wrong if that was not lifted out but from the point of view 
of the cash having been invested there is no doubt in my 
mind that the investment was made, the books show it was 
made and I dare say it would have been improper, as I say, 
to leave it on the books because you would not be show ng 
the proper position of the company’s assets, if you did 
not make the book's entry» I would like to draw a parallel 
with an oil company that drills a well and gets no produc 
tion, dry hole, it has just sufficient capital to drill that 
one well, its capital is LOBE 0% writes it off in due rbooks, 
quite properly so, because the asset has no value and they 


write it off in its books» @hey decide to take another 


change and they raise new capital and they take another, drill 


another well=<-= 
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Yhey sell a few more shares? 

They sell a few more shares,raise more capital, enough to 

drill another well and it becomes a producer. Now I 

think it would be quite wrong to relate the earnings that 

come from the investment in the dry-hole and the invest- 

ment in the producing well on only the capital invested 

for the second time in the well which was producing. I 

Say the proper relation.is the income against total in- 

vestment and that is my submission as to the justice and 

the propriety of bringing this 6-inch loop back and taking, 

ingiuding it in the capital account at its whole cash value 

in the yeay in whish the investment was made, that was in 

1929 and giving credit in 19430 when the line was taken up 

at the sash valve which it then had and for which it was 

given credit and for which it is given credit in these 

figures. that ig you see, the original cost was $178,885.02, 

which was amortized over a pericc of three years. At the 

end of three years there was a cesh recovery, that was the 

svedit which was given on the books for the pipeline for 

the pipe when it was takea up ir 1942, so that the amorti~ 

gation then from that point onwsrd was on the difference be-~ 

tween %178,885-02 and $76,482.60 until the end of the period. 
Some days ago, ir. Commissioner, you asked to have worked 

out the daily average revenue from that Exhibit "42" which 

was put in some time ago and you also pointed to the fact 


shah in a certain period. two periods, about the middle of 


\ 


this tabulation. there was, there seemed to be a high pro- 
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Guetion, a high daily production: 
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and perhaps I might put this in. 
The question you are referring to was addressed to hir. 
morrison by Commissioner Lip sett? 


It was addressed to Mr. Horrison. 


No, it is the calculation arising from 42, which contains 
the average daily barrelage and the pipeline rate and 
Major Lipsett was anxious to see what the average daily 
income WAS 

The average daily income over the period? 

YESo 

And that has been prepared? 

And I would like to submit this now if E may. 

if oes may oe accepted. as Exhibit “113S". 


(STATHMISNT PRODUCED BY THE 
WITN SS HERE MARIGD aS 
EXHIBIT "113"), 


wAdOR LIPSHTT ; Daily gross revenue? 
Average daily revenue. = think it will be simpler to view it 


ia the light, this statement issreferring to his statement 


showing averege daily revenue from pipelines, for the period 


ie) 


from arch 1, 1927 to November 30, 1948 and it takes from 


Exhibit 742%: 


Now Exhibit "42" was an “uxhibit put itn showing the changes in 


the rate over the entire period in which the pipeline has been 


4 | 
in use? S at tla 


And it showed also the average daily pumpings qnd before, this 
summary tales these average daily pumpings and applies the 
DLe to tho charge and works out the average daily 


revenue and we have aided, because it is interesting I think, 


© number of days over which that average daily revenue ap~ 
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Lipsett also referred to the two items which worked out 

at $901.50, the 4th and 5th items on this list, and asked 
whether this related to any particular Capital expen- 
ditures and having regard to riences: the first date 

being May 1, 1929 to December 31, 1930 and from January 

1, 1931 to February 10, 1931, to-my mind there is a mee 
flection there of the capital expenditure of the 6-inch 

loop which I have included in my investment account. 

Well now from this period of lay lst, 1929 to December 

dlst, 1930, 610 days, the average daily revenue was 
$901.50? 

Yeso 

For the next period being January lst, 1931 to February 
10th, 1931 a period of 41 days, the revenue was, average 
daily revenue was $1276.80? | 

That is right. 

At the same rate per barrel? 

At 30 cents per barrel. 

Now what conclusion do you draw from that? 

The conclusion I draw from that is that this period followed 
the construction of the 6-inch loop which was put in in 1929 
and taken out in 1932 and that may be, Major Lipsett's query 
was as to what caused the increase in the average daily bar- 
rels, was there any capital expenditure made to whith that 
might relate and the dates coincide with the period when this 
6-inch loop was in operation and £ submit*that that night be 
a reflection of that capital expenditure. 

You mean of the apparent necessity of it? 

Of the apparent necessity for it. 

At that time? 


At that time. 
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Q Having regard to the average daily pumping and to the 
average daily revenue which was being enjoyed in that 


period of May lst, 1929 to December Slst, 1930? 


A Yes- 

Q I see what you mean. 

Q wAJOR LIPS ut? s Before you pass now from that, 
Mr» Taylor, the total amount during the time that these 
two high daily returns were in existence. that is from 
May lst, 1929 to the 10th of February 1931? 

A Yeso a period of almost 2 years? 

Q, A period of almost 2 years? 

b Yeso 

Q Have you the figure there. how much actual gross revenue 


that gave the company? ) 
A Well IT ean work it out, 610 days of $901.50, would that not 
be the revenus. I make the figure about $550,000. 
Q That was obtained apparently by raising the price of naphtha? 
A That is just the 610, yes. the 610 days of 4901.50, if it 


were a thousend dollars it wovulé be ~610,000, therefore it is 


a} ifeyou add the other: period,+r7- 
A Supposing we take the other in at 4400.00? 

MRe NOLAN: lot in that period. 

MAJOR,» LIPSET? : Ine $1276.86, and the 41 days? 
A Yes.» 

MRo NOLAN: Approximately 50,000. 

MWRo FRAWLEY: $58, 548..80 


WITNESS: That is about 600 , 000 in the two 
periods. 


MR. FRAWLEY: go02, 000. 
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MAJOR Lipset: Now that was obtained, was it not, 
mainly by raising the transportation rate for naphtha from 
S¢ to 50¢ during that period? 

Yes, that is the total revenue but the production, if you 
take, at the moment we, when this iuxhibit was being con- 
sidered there was nothing there but the dailing pumpings und 
your query had relation to the high average daily pumpings, 
so that the money value is perhaps not the measure but tho 
barrelage is I would say the measure of the necessity for 
this investment. 

WAJOR LIPSulT: But I would just like to continue 
putting it to you in «ay own way and I would like to know 
whether you think it is or not right, they expend Fa ge be 
in this period, this loop line, assuming it was properly 


done and on good advice and everything else, they expénd 


158,000? 


Yes. 

In that period? 

Yese | 

And at the same time, whether it was to pay for that @ not, 
that may be a matter for discussion but at the sane time, 
during that period, they increased the transportation rate 
to give them 4000,000 as against this, that is gross of 
course, but as against this capital outlay of 4178,000? 

No, not the whole 9600,000, sir, because that is assuming 
that all the 30¢ was additional revenue but there was a rem 
venue, there was an increase of ©5¢ so you canuot take that 


at 30¢, take it at cog, so we will have one~sixth off to 


show the actual inorease? 


Yese 


Th: t+ would bring it to about 500 , 000 ; 
So taking the one-sixth off the 93600 , 000? 
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Yes. 

Leaves? 

About half a million dollars. 

Leaves the increased rate they put on? 

That Benoa from the increased rater 

So when they were making, take the period when they were 
making the papitel investment of $178,000, they were actually 
getting back $50Q,000 extra in the two years' revenue? 

That relates to that period but I think one can only average 
such matters as that over a period of years. I think for 
instance whea you come to 1937 and 19388 you find a very 


mcuh different picture from that. 


(Go to No- 2795) 
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Q Well probably when you come there but at that particular 
moment, Mr. Taylor, this question of hazard o- risky ine 
vestment does not look very serious, does it? 

Back in that time? 


Q On that particular period? 


> 


Well I think the hazard is Suivan oraldnen there, E do 

not know the sitatuion as it was very well then eae in= 

formation is that it looked as if there was going to be 

considerable additional oil production. 

by Yes. 
It didn't materialise. 

Q Yes, but so fer as money was concerned, is it not a fair 
inference or not,:I will put it to you, to say that the 
company kept themselves so safe that they got $500,000 gross 
to meet a capital expenditure of $178,000? | 

A ‘fell I do not know that this was the total expenditure, the 
$178,000 for this period, this was the expenditure for this 
6“ineh trunk line, I do not know what the additional exe 
penditures now were on gathering and so, gathering lines. 

Q ._ So far as that expenditure 40 Goncerned it seems to have been 
got,back out of current revenue, doesn't it? 

A Yes, it seems to have, that seems to have, taking that small 
period of time by itself. 

a) Now just to follow this up then, Mr. Taylor, you say then that 

$100,000 of that »178,000 was lost through nobody's fault, 


practically? 

Yes, that is right. 
Q Now you say that we should garry it on into the capital 

structure ag of today and base our rate on that §; 100 ,O00? 
A Yes, I say you should include that $100,000 from 1932 as 
| gash money which was invested and was never 


representing 


gotten back, or cash money which was invesated in 1929 and 
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as to the $175,000, and giving a value for the recovery in 
1932. : 

Q And that entirely irrespective of this picture of the takings 
in the year? 

A I do not think that is reflected in any way in this basis 
Which I claim is the proper basis in regard to that 6-inch 
loop. 

Q Am I right in thinking that you are gOing a little further 
than that, wir. Taylor, in your structure and that in addition 
to recouping you for that loss,aow in the capital structure 
that we should give you an income onit as a part of the in- 
vestment? 

A That all comes back to this question as to wehter the past 
profits are to be considered in the basis; I mean this 
figure of half a million dollaxs that we take off, having 
to be made in this period. Of course it was not all made 
because there would be tre expenses as well. 

Q Yes, that is gross? 

A That is gross. Phat is all to my mind part of this whole 
question of whether or not half profits are to be taken inO 
to consideration in establishing the rate. 

Q (jell I was just going to ask you as to thats I have no 
opinion on it myself at the moment, Mr. Taylor, but lI 
would like to get everybody's opinion, you I Suppose agree 


with the views we have got, that the past profit should not 


be considered at all? 


A I consider that qrite, sir.» 

Q Now what I want to put to you igs this picture which you are 
giving to us now, are you not asking us to do, to apply the 
same principle in your favour where there is a loss? 

A well this is a capital loss, as I see it, it is not an oper=- 


ating loss at all, it is a capital loss which the company 


suffers. 
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Q Is that any real distinction in your Opinion, because 
I notice in your figure, and I am putting this to you 
to get your answer, I notice in your figure, you put in 


Gapital gains or losses, you take then into the pisture? 


A Jmose: are not gains Or losses, you mean in that last 
statement? 
Q The capital gains where you have written a thing down and 


you get more for it when you are wrriting it off youw 


books? 
A I. do not follow you there. 
Q Perhaps it is only argumentative, but you do reinstate 


the accounts, if there is a gain in the resale of some 
of the equipment or something like that, you reinstate 


that in the books? 


A On capital assets: 

Q Well, you take them in in the income for the year, don't 
you? 

A No, I don't take, no, there is no such income in this 


pipe line. The only income we have in our statement 
is the transportation income and the income from the 
Pipe Line Adjustment, There is no inoome of the 
nature you speak of, capital income, in our statement. 

Q What @istinction do you draw in principle then, as 
between asking us to reinstate this loss, this past loss, 
this bygone loss as it is here, as distinct from our 


considering the picture as to whether or not there have 


been profits made? 


A This is a cash investment. 

Q Which turneé out to be a bad one? 

7.) Which turned out to be an investsent which was not fully 
used. 
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of the Company? 

Yes. 

But that there should be no cOnsideration made against 
them when they made an enormous DLOLIT (or 8 wares 
DCOL 1 ure 

the profit as 1 see it, the profit came - from the rate 
that the Company was enjoying back in those years. 

Well do you not think that _it would be a fair subject 

for inquiry, to go a little further ana inquire whether 
this #178,000.00 was a real capital outlay and a Gapital 
loss, or whether it was something that was incurred as it 
turnec out, expended out of profits, and in which case 
merely reduced the profits for those particular years 
somewh at ? 

Yes, that would be a rec sonable inquiry. 

I. do not Know if you have the figures as to whether 
there were actual net profits enough that year to do 

that whole wrk as indicated by the gross profits, or by 
the gross revenue? 

vhat period is that* 

It 1s this period of 1929 you see, onwards. 

well the first period we have is the yaar ending December 
glist, 1931. 

Well the first period when the rate was raised seems to 
have commenced on the lst of kay, 1929, wr, Taylor, which 
is the time which you give when this §178 ,000.00 was 
expended? 

Yes, the figure, the only figure we have that would give 
any light on that is the profit for the year ending 


December Slst, 1941, which takes in all but a month and 


a half of the seconc period. 
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You want 19¢0 and 19819 

we have not got 1920 but we have the Vouiy Woo ly. 

You see this inereased revenue, you had it for eight months 
et 9607 

That: is right,. sir. 

snd apparently it started about the time that this 6 inch 
loop wee built? 

That was eight months im 1929, sir, and then all of the year 
1930. 

That is correct? 

Yes. 

Well now you sme what I was lookingat, ir. Taylor, and per= 
haps you would like to look into it and tell us something 
Dow Lo? 

Yes. 

But what I was looking at in this was up to April 1929, 

the company's gross revenue was »162,000? 

Yes. | 

And that suddenly, that ws jumped up to over $900 a day? 
Yes. 

And afterwards to .1276 a day? 

Yes. 

During the very period when these capital expenditures seemed 
to have been incurred. 


Yes. 


And if you will look into it, perhaps you would look into the 
last two items when the new capital outlay was being incurred? 
The last two items, sir, you mean 1957 and 19.38:7 

Yes. 
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From September lia, 1937 to 30th Nowemver 1938? 

Yes. | 

There again during a period of capital outlay the daily 
takings went up in the first period to 1664 and in the 
second one to $2472? 

Yes, well the ynosition in that regard over this period of 
seven years and nine months is brought out in my report. 
Yea? 

The average situation over that period and I perha ps, 

the capital expend: tures during this period against the 
earnings of that particular year would give the pieture 
you have in mind except that it would be diffioult to get 
thope showing for an odd period lixe from September lst. 
Yes. 

But you havee-« 

You might be able to consider for us, ir. Taylor, or get 
some information as to matters which I am trying to inquire 
about and one is the period 1929 and 1930, the other the 
period from the end of 1937 to-date, when large capital 
outlays were incurred, that on both of those o¢casions ap 
parently the daily revenue of the company was put up? 
Yess 

To very much increased figures? 

Yese 

And what I am putting to you, if you will give it to us, 
whether that was done in order to pay the capital out of 


the daily income? 


Yes. what one could do, Wajor Lipsett, is to line up that 
situation yoay by year for 1938 and 1957, and show the Fe~ 
la tion between the new capital that went in and that pos 


sibly came out, is that the picture you have in mind? 
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Q It is only a line of inquiry, ur. Taylor, but you see 
what is in my mind? 

A Yes. | 

Q Tht possibly what was done was to inorease the daily 
revenue so as to take gare of the capital expenditures in 
that period? : 

A Well of course the daily revenue increased automotically 
as the larger production came in but what you would l4ke me 
to do, sir, is if I can take a note of it so that we will 
know, is to assume a completed year 1938, we have the 
figures now and we are complete, with the last quarter of 
1938 as representative, the nine months of 1938 as re- 
presentative of the full year, if we take the full year's 
profit on the basis of the nine months by adding 1/3, 
that will give us our 1938 profit. 

Q@ Yes. 
we take our 1968 capital addition and relate the one to the 
Other, and do the same with 1937. 

Q I would think that would give us what Iwas looking for, Mr. 
Taylor? 

4 fod should we not bring, ind fosgstting whet c:pitc® wes put 
in and perh:ps was not returned up to that date, you want 
the relationship for those two years between the profits for 
the year and the capital additions for the year, now which 


of those two years, 1937 or 1958? 

Q Yes, and 1929 and 1930 when the earlier expenditure which 
we were dealing with was made? 

A And in 1929 and 1930, E have not got 1930, I have not got 1929, 
and I have not got 1930 in my figures but I believe there will 
be an estimated profitsfor those back years coming in so that 
I would have to delay that calouk tion until those are avail- 


able but the 1937 and 1938, I can submit to you tomorrow morning. 
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ds ‘ie Taylor. 

Q if2. NOLAN: You will do that will you? 

A Yes. 

Q Now you have two more points to raise in your report 
that you would like to mention. 

Q THi CHAIRIAN: Just on this one point, 
Ll appreciate your position throughout this discussion. 
You say that so much money is invested? 

Yes. 

Q It is a capital investment and you are entitled to get 
your money back, and a profit on the whole if it is 
possible’ 

4 Yes. 

Q If you are unfortunate in making an investment in one 


respect that does not pay, it does not matter at all. 
You get no particular credit for making a happy invest- 
ment and you should suffer no particular hardship 
beefuse you make a bad one? 

A That is right. 

If you happen to lose 170,000.00, equally you use good 


Q 
judgment in other cases? 
Yes. 
Q And it should be thought of as a whole investment, 
and your return and amortization should be on the whole 
of the capital investment? 
4 Yes sir. 
Q Hven if part is thrown away? 
A Yes, and average the fortunate investments with the 


unfortunate ones, and bringing the unfortunate ones 
into the picture, so that we get the same off-set 
to average the fortunate ones. 


Q It is like buying a horse to carry on your busirwss 
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Seve Tey lon, 


which happens to die. I must say I have some 
concern as to why that should be thrown out. I just 
wanted to be sure I had your position? 

that. is exactly the viewl take of it, Sir. 

t 7 ie Lh Ws You hed two more points 
you wanted to raise in your report, lir. Taylor. You 
heve been dealing with ‘hat ve call a cash basis 
of investment and capitel assets. Now, lir. Teylor, 
you hed intended to dre. the Commissioner's attention 
to two more points in your report, the first of which 
was - in what order are you teking them‘: 

b DrBnoulLa ViKS TO.s.46 

Q TH. CHAIR AT: I wonder if 1 might bother 
you-rexcuss me, ir. Nolan -— assuming you are right in 
your viiew about this ,178,000.00. You say it is the 


SAIMOGEO Is: o:< o ¥ 


> 


The $56,000.00. 
Q The $56,000.00? 


4 itis IN the same category. 

Q It seems to one like myselr that seems quite a sum. 
Just vhat are they? Are those listed anywhere?’ 

A 1 Veve tet £ot-e list of them, but it is aveaiteble in 
the office. 

Q Ye are not curious, lir. Frawley. Id.o not want to discuss 
the item of ~56,000-00, but if we are going to take 
the ,56,000.00 into account we want to be tola what it is, 
and not just that they -re in @ category. 

Q ii .NOLAI You have amongst your 
working DPapGrs..-ece. 

A Amongst sy working papers there is a list. 

O Perhaps that should be brought in to show how thet is 
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JoeTaylor. 
made up? 

A (ee, 20 Will do that. 

“TR. NOLAN: _ We have been a little 
general about that, haven't we. All right, lr. 
Taylor? 

ve) The only other point in this report that I would like 
to speak on is the rate of return on the investment 
which I took upon myself to calculate at 20%, having 
regard to the hazards involved. I should like to 
enumerate some of these hazards as I see them. 

Q You are referring now to Page 4% 

A l am referring to Page 4 of my Report. Under the heading 
"Rate of Return on Investments". 

Q You stated it as your opinion, having regard to the 
hazards involved, the rate of income return per annum 
should be 2Cj on the investment? 

4 Yes sir, that is the paragraph I have reference to. 

Q Now you have stated that it is your opinion, having 
regard to the hazards involved, that the rate of income 
return per annum should be 20% on the investment in 
this department? 

& XSS'. 

&, I am reading that from Page 4 of your report. Is it 
your desire to enlarges that language to explain some 
of the hazards which you consider are invclved? 

Yes sir. 
Q Perhaps you will do that’ 


One of the principal hazards, which is perhaps not so 
potent now as it was in the past.days, but which may 


become so years from now, and perhaps not meny years from 


aod 
7 


- : 
bat, a 
5. 
oes 
. eat 
= a aay 
EB : an is 
’ 
od 
~ 2 


3 is 
; bey 
wie - 


* 
‘ 
rons 


die) at 
e :'@ 


-2806- 
Taylor. 
now, is this question of drilling through this 7,000 
to 10,000 feet and finding no oil. In the case of 
most industrial concerns, commercial concerns, when 
one's G@pitel becomes in jeopardy, it is very often 
saved by injecting a small amount of additional capital. 
& refresher? 
& refresher as it were. But in the case of drilling 
for oil it is a case of a complete duplication of 
the investment. I think that is quite a hazard as 
compared with the commercial hazard where by injecting 
maybe 10j more additional capital sne might save 
the whole. The money value or that feature of loss 
Comes to my mind. There appeared in the surplus 
accounts of the Imperial Oil Limited, the Annual Report 
in 1934, an amount of »4,861,690.34 which was written 
off to their Surplus Account under the distribution 
of expenditures prior to January 1, 1934, and the 
explanation "Properties in ’estern Canada proved to 
be Non -productive of 011." That is not all Turner 
Valley. Ido not know which proportion, but it is 
a hagard in the oil bisiness at any rate. The next 
hazard I see is the possibility of cheaper and shallower 
fields coming in. I think last night I read in the 
evening paper of a well coming in Lloydminster, that 
looks like it might be a weil, at, I think, it was, 
1,965 feet. There is also a risk of a competitive 


pipe line coming into operation from Turner Valley, 


and one of the biggest risks I SOG Teeeee. 


THE CUALRMAN: If we were to lower 


the rate it might be a deterrent to that? 


Yes. 
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MR. FRALEY: And 15 centg rate might 
bring: a lot in? 


But one of the 


And azain there might be a franchise. | 


all 


‘a risks in the position it is in nov, congested into 
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production for the Prairie Provinces, I think is the 

crop risk. “ie are quite under the hazard of good 

crops or bad crops in these Prairie Provinces, and 

to my mind it is quite conesivable that the consumption 

of oil in these Prairie Provinces may fluctuate, as 

much as 257 owing to crop conditions. ‘ve know it 

was a 6,000,000. barrek year in 1938. ‘what is it going 

to be in 1939 and the years following that? And in that 
connection, Mr. Chairman, I would like to call attention 

to the Exhibit that was handed in this morning showing 

the growth of the fixed charge for amortization.) That 

is Exhibit "111". 

Exoipadge? LLL? | 

THE CHATRIAN: | That is for the year 1939? 
Yes. sir. 

Yes? 

Where on an annual basis the provision for the year 1938 

is going to be...-well, I will just have to add a few 
figures together here. on an annual basis for the year 
1938 the provision for amortization for the complete year - 
we only have the nine months! figures in these statements - 
is going to be some one hundred and fifteen thousand 
dollars. 

MR. NOLAN: What you have done, Mr. Taylor, 
you have taken your figure of $86,244.47 on statement 8 


of Exhibit "LOC" and you have projected..... 
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£> 


Oh, noe 

Haven't you taken for the purposes of making that computation 
i have taken that plus that. 

The $72,000.06 and the $13,000.00. Yes. <All right. 

The figures I have taken are taken from that statement. 
Beginning with the first figure, which is $72,429.52, 

and added to it the second amount below there, that is 

three month's amortization being one-third of the above 
amount, $24,143.18, Then we take into the utilities: 
section $13,804.95, and $4,601.65, which adds upto about 
$115,000.00. That will be the amortization for the complete 
year of 1938, whereas for the complete year of 1939, 

that is, taking cognizance of the budgets, we have 
$167,070.39, an increase of approximately ($52,000.00. 

I think that is a feature that should be taken consideration 
of in connection with any calculation looking to the future, 
that there is going to be this increase in 1939 over 1938, 

a known increase, which fecneiae to be that fixed amount 
additi onal for 1939, plus amortization on any capital 
expenditures which take place from year to year following 
that. 

MR. COMMISSIONER LIPSETT: ‘ould not that, Mr. Taylor, 
that 6260.000.00, if it is spent, would not that be spent 
with the object of getting increased revenue? 

I do not think the company has any option as to whether 

they spend it or not, that $260,000.00. They have to 
service the field and take pipes wherever they are required. 
I believe that is one of the measures of service which 

they have to give and l think that is something that should 


be kept in mind in this whole picture. That the reinvestment 
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Q. 


of this capital is not done at the option of the pipeline 
department but it is done to service the field, as I see it. 
You mean - we will probably hear all about that and, 
perhaps, we should not ask you, but we have not heard 
anything about it until now - is your idea that there is 
some compulsion on them to spend this money on extra lines, 
whether there is a profit to be made out of them or mt? 


I believe they are bound to keep their shipping orders 


As I see it, they have to go out to a new well, whether it 


is one mile away or five miles away, and they have to be 
ready when the oil cones. | 

You mean by Government regulation or simply to keep a 
eOmpetitor out? 

Well, to service the field properly. That is the way I 
would look at it. 

If it was profitable I supyvose you would have in mird the 
Home-Millarville well, or some well like that? 

Any well wherever it may come in, sir. You have to get out 
there with your line. 

Is that something that is imposed on them or is that 
something they do quickly in order to prevent anybody else 
from getting a start? 

It would take anybody a long time to get in the position of 


competing with them. But in the mantime I do not know 


what you are going to do with the flush production of that 
well. I do not know all these technicalities, but just 
looking at it froma layman's point of view. 

MR. NOLAN: Is that all you want to say 
about that phase of hazard? 


There is another phase...-. 


THE CHAIRMAN: I do not understand on that 


point. I quite understand about the capital expenditures 
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going out to a new well. What portion of this is just 


maintenance? 

z) There is no maintenance whatever in this capital. 

Q@ None whatever included in this? 

A No. 

Q Mr. Coultis has to recondition some parts of your Line, is 
that capital? 

A No, sir, that is all charged against operation. 

&ll against operation? 
¥es. 

CG So that the only capital expense that you have in mind in 
the discussion in hand relates to new lines, new gathering 
lines? 

A Yes, and the possibility of nev trunk lines. 


Q The possibility of new trunk lines. Well, is that right? 
It depends on the production that is brought through. My 
recollection is that the present trunk line may. be good up 
to say 10,00C,000 barrels. The expectation of Mving to 
build a trunk line should be out of the picture for a while 
provided that this production does not go over =, 0x the 
number of barrels we seek to bring through the pipeline doe 
not exceed say 10,000,000 barrels, if that is the figure. . 

a) So that your maintenance and reconditioning may be paid out 
of operating costs? 
That is right. 
And since you do not anticipate a trunk line, another one, 
you are weally dow to new gathering lines, aren't you?. 

A I think you are down to the necessity of renewing a con- 
siderable portion of your squipment, that has gone through 


wear and tear. 


Have you any basis for saying that, because that is not the 
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Taylor. oye UR Vie 


picture i get from ur. Coultis, if I understand him aright. 
Except there is some uf that cquipment..... 

Yee On Mr. AE 

Some of that equipment may have been there - I do mt know 


just what the position is in that - but if you tako the 


life of the field at say thirty years, one could hardly 


expect that equipment that went in there in 1925 would . 
last physically up to the end of your thirty year pericd. 
I should think there would be occasion for considerable 
renewal of matters like pumpS...... 

we are led to believe that has teen done and excellently 
done. 

MR. NOLAN: What you are saying, Mr. 
Taylor, is there is additional expenditure in connection 
with gathering lines and pumping stations? 

No, I ‘am thinking of this as a picture back to 1925. 

I do not suppose there is any of the equipment that was 
originally there in 1925 now there. I do not know as to 
that,I have not made any study of it. But I know in the 
ordinary course of any other industry that there is the 
necessity of renewing items of equipment from time to time. 
I think that that would be a feature that will bea more 
potent one the longer the life one takes of the field. 
There will be some element of wearing out of equipment 
outside of the pipeline. I believe the pipeline carries 
very little physical depreciation. 

All right. Wow, are there any more hazards you want to 
discuss? 

I would like to indicate om relate these hazards which I 
have enumerated to the hazards of an ordinazy industrial 


hazard. I have had occasion in the past ten years to make, 
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in the ordinary course of my professional duties, to make 
calculations of the value of shares in more or less private 
companies, companies for which there was no market quota- 
tions. The estate Our e come to us and ask us to make an 
estimation of the valuation of these shares. And these 
three concerns were fairly representative industrial 
concerns. One was a sole leather business. One was an 

old established stationery business. Another was a furniture 
business. Hach one of these companies had a good back 
history of earnings, and a reasonable expectation of their 
continuance. Well managed businesses. In each case [I 
made that calculation on the basis of 10% return and in this 
case we were mea suring the capital by income rather than 
income by capital. So the way we make these calculations 

is to take the average earnings over some reasonable period, 
five or six years, and arrive at the annual net earnings 
and in this case assign a value of $100.00 for each {10.00 
of earnings, putting them on what we would say a 10% basis. 
I think Dr. Boatrizht in his evidence mentioned 10% as a 
reasonable return of an industrial - I think ‘he said an 
industrial institution. And I should take into consideration 
the special hazards connected with this business when I 

say from a consideration of these haza»ds that We know in ény 
ordinary industrial business, the risk is twice as great 
and the return should be 20%. 

Now, that brings us to the last point that you are going to 
sive me, the calcul&@tion of the Toronto pipeline? 

Oh, yes. Considering there is nothing to compare this 
Particular operation of ours with...... 

THi CHAIRMAN: ‘hat does that bring you to 


per barrel, the 20%, did you figure it out? 
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I did not figure it out. Asa matter of faot, I want to 
make this clear, Mr. Chairman, I have made no Peaiouvie t 40 ne 
as to the rate, or return on investment, but that I would 
be very glad to @o.- These statements I put in his mom ing 
on the 5, 10, and 15 years' basis, they stopped just ees 
of that point of calculating what the price should be on 
the basis of ahy rate of return. But that is a thing that 
can be very easily caloulated and if you would like me to do 
so I shall be very glad, ‘What rate shall I take, sir? 

THE CHAIRMAN: You have just said you should 
have 20% return? 

Shalt. carry it- to that 2ate, sir? 

Yes. You are the one who is making the present Bei deton, 
All right, I will be very glad to do that. 

"ie are not asking you to give judgment or a recommeniation. 
We are asking for your submission as to what it should be. 
I can work it out at different rates. 


You have gone so far and you might as well go the rest of 


the way. 

MR. FRAWLEY: He seemed shy stopping just 
there. 

VR. NOLAN: You stopped at 10% and we 


thought that was modest too. However, we will work it 

out, sir, and make it so comprehensive as it will be of use 
to the Commission. 

HE CHAIRMAN: Bll right. 

Now, as I said, there is no parallel operation with which 
this pipeline can be compared, and I wrote to the New York 
office of my firm, after I went back from the Christmas 
feaces. Vand they in turn wrote to our Washington of fice 


and got the returns of the Interstate Commerce Commission 
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for the years back to 1934. Ana I looked through these 
returns and without ahy other consideratinn, endeavoured 

to choose two lines ré porting to the InterState Comm toe 
Commission which seemed comparable to our Royalite line, 
as to mileage and the barrels transported. These two lines 
are the Toronto Pipeline Company and the International 
Pipeline Company, which I find Mr. Hill dealt with in his 
report ina more or less cursory way. These statements 
have been prepared to show the comparisons for the years 
1964, 1945, 1936, and 1957, and in, the case: of the Royalite 
the nine months ending September 30th, 1938, with the results 
of the Toronto Pipeline Company and withthe results of the 
International Pipeline Company. 

THii CHAIRMAN: vf course, the two criticisms 
you have in mind of the conclisions which lLir. Hill has 
drawn, is that these lines were in the main at least 
carrying their own oil - that is their own oil or that 

of their parent companies, and secondly, the rates fixed 
were fixed by themselves and had not been subject to 
regulation of any kind? 

Yes. 

Nor had the rates so fixed come under review. Under these 
circumstanees, do you consider them ef value as a guide? 

I think there is one feature that is brought out in these 
comparisons and that is that these companies were apparently 
not called on to, Wheat mewoniie pLCusH hak EheLe 

sarnings into capital. Their capitel ren along fairly 
steady and they apparently got their rate of return 

without being under the necessity if reinvesting it. 

TH: CHAI RMAN: No one apparently ever 
Suggested that they should, it was never in dispute 


was it? 
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Between these tvio companjes, I may have the wrong 
impression about this, but 1 thought the evidence 
brought this out, that those rates ane recorded’? 
Yes. 

is the rate fixed by the Company itself, it has not 
been contested by anyone else?‘ 

NOe 

And in respect of which there has been no ruling? 
PO-6« 

Now what they did with profits, .or did not, is quite 
their ov’n volition under those circumstences. 

De eee GAs : Added to the fact that 
the rate charged was merely a domestic arrangement 
between the parent company and its subsidiaries. 
WUTNe Oe I heard that situation 
brought out in evidence’ through-Mr. Hill, and.that 
is the first time I knev that there was any such 
relationship. 

In those circumstances it would not be much help to 
us. 

Theat ts SO. Tinecon ye i wouldueey the only reason 

I took them:ies that they seemed somewhat of a parallel 
to mileage ana barrels transported. 

Wes Urls LAs “ell we might consider 


them further in the morning. 


(The Hearing was here adjourned to be resumed at 10.30 


AeMe January 2oth, 1939))\. 
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JAniuS WATT TAYLOR, having been 


recalled examined by Mr. Nolan said: 
Mir. Taylor, since the adjournment yesterday you have 
directed your attention to oa calculation to show what has 


been invested annually in the pipeline department from the 


profits of that department? 


Yes. 
And have you prepared a statement? 
Yes. 
Perhaps you will submit that now? 
The description of this statement is "Royalite Oil Company, 
Limited, Cash Investment in Pipeline Department, Direct 
Assets, showing Proportion Invested Annually from Profits". 
And that would be Exhibit "114", if you please Mr. Chairman. 
THE CHALTRWAN: Yes. 
(STATENENT PRODUCED BY 
WITNESS HERE MARKED 
EXHIBLE “rer. 
Now take the Statement, uxhibit "114", will you be good 


enough to explain how that is set up? 


THE CHATHUAN: I think we start off with different 
figures. 
wR. NOLAN: Your Lordship is thinking of that, 


160,000 figure, which has been mentioned. 


Wi. FRAWLEY: | Exenibit. "109". 
Mino NOLAN: Beno. TOIY.. 
MK. NOLAN: The Chairman, tire Taylor, has drawn 


your attention to that total which is Shown on Exhibit "109" 
for the year 1925 of $160,389.77? | 

That includes the proportion, this deals only with the direct 
pipeline assets. The utility assets come into the pipeline 


calculations in percentages, different percentages each year, 
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~ 2817 - 
and we have dealt here only with the direct assets. 

Now as to the basis of the net profits included in this 
Btatement for the period from January 1, 1931 until Sep- 
tember 30th, 1948, these figures are taken from the "C" 
Exhibit in Exhibit~-- 

The C statement in Exhibit "100"? 
The C statement in Exhibit "LOO". 


Yes. 


> 5 & © 


In regard to the years from 1930 to 1925 inclusive, the 
figures have been prepared by the company, using the same 
basis as the basis applied in the statements attached to- 
Bxhibit "100". In applying overhead we have on the books, 
on the books there are the direct, there are earnings, the 
transportation earnings separately and the direct expenses 
of the pipeline department all thrceugh those years, is kept 
separately in the books. There is no question about then,. 
they have been so segregated as was the case in the period 
following. 

re} No difficulty can arise there? 

y No, ne difficulty: can. arise, so.te get the overhead percens* 
tage ta add to those direct expenses, we take the relation- 
ship of the overhead expenses in the years 1931 to 1936 and 
calculate them as a percentage addition to the direct in 
those five years and use that same percentages in adding to 
the direct expenses for the five years 1925 to 19380. 

Q Let me see if I understand that, in order to ascertain the 
distribution of the indirect expenses for the years prior to 
1931, you take the relation which exists between, the average 
I take it? 

A The average. 

Of the year 1931? 


Yes. 
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That the indirect bear to the 2iveet? 

AS shown on our G Statement. 

As shown on the C Statement in Exhibit "100"? 

Yes. 

And you applied that percentage to these earlier years? 

That is right. 

That is what one might call a rough and ready way of doing it? 
It is rather a rough and ready way ot doing it. It might have 
been a fluctuating feature year by year. 

THE CHALRWAN : But you would expect it to be approxi- 
mately accurate? 

I think in taking the average over a number of years, I think 
you would arrive at an approximately correct answer. 

MR. NOLAN: And it is clear to the Commission how 
that is being done? 

THE CHATKwA NN: Yes. 

ike NOLAN: Now having used that method, Mr. 
Taylor, what is the result obtained? | 

The aggregate result. . 

I beg your pardon? 

The aggregate result. 

No. 

Shall I go over the statement from the beginning? 

If you like. 

I would like to do that. 

And I would like you to do it. 

The first figure $150,369.84 is the original investment made 
THALIZS. 

THE CHATRMAN: Before you go to that, may I inter= 
rupt, the heading is "Cash Investment in Pipeline Department 


Direct Assets showing Proportion Invested Annually from 


Protitie’ ? 
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A Yes. 

Q Just what do you mean by "Direct Assets" and what would be 
"Indirect Assets"? 

A The indirect assets would be the proportion of the utility 
assets which, as I mentioned, is a varying factor from year 
to year. The method in which they hawe teen dealt with in 
our statement is to add our overhead perceitage, to take our 
overhead percentage of the total, supposing the overhead 
percentage is 12, you take 12% of the total direct assets 
and consider those as being, you might say, held for account 


of pipeline department. 


THE CHATRUA N: YeEB6 
a MR. NOLAN: But you are net dealing--- 
4S Those are not dealt with here in any way at all but when we 


come to consider the question of amortization, perhaps I 
Should deal with it now, that would be the better way, I 
“would call your attention, sir, to this little slip attached 
to that, which shows just what the position is in connectiscn 
with the indirect assets. Wow the accounts, the accounts in- 
elude provision for amortization of the indirect assets and 
the total included in that record is 675,000 over all this 
period and it view of the impossibility of making a ealcul- 
ation as to how much of that went into these indirest assets, 
the assumption has been made that all of the amortization was 
gpent by the company generally in adding to those utilities, in 
indirect assets. 
Q THE CHalRhAl: By the company generally? 
Yes. You see those assets are not owned by the pipeline come 
-any, by the pipeline department. 
Q MAJOR LIPSETT: Is that second page, is there a slip 
there, you meen the lst of January 1936 or the lst of January 1926 


J.iW-Taylor 


on page two? | 

A Is that in the heading? 
Yes, 1% says a statement showing the amount. 
That should be 1926, I am sorry. Well that is the manner in 
which the indirect assets have been dealt with in this state- 
ment» It has been assumed that all the amortization which 
was provided and which is provided in these statements has 
been spent. Now shall we follow the statement throughe The 
first item you see is in 1925, $152,369.84 was invested by 
the company in the pipeline department. 

Q MR. NOLAN: And you call that the cast. invested? 

A That is the cash invested in indirect assets of the pipeline 
department, found by the company. 

Q Then what is the balance available? 

4 The balance vailable is that same amount , 1926, we bring that 
balance available forward at $152,569.84. We add to it the 
loss-- 

Q It pays “add profit"? 

Well it is difficult to deal with these red figures. As a 
matter of fact it is an addieion. We invested $152,000 in cash 


and then we lost $6,712.84 and we consider that an addition to 


the iavestment. 


Yes. 


And in that year we have a provision for amortization of 


7,518.8. 
Q@ MAJOR LIPSELT: Now in dealing with that figure, iir. 
Taylor, I tixe it from the heading that that is not the figure 


which actually appears in the books, that is a figure which 
you have made up on the basis of 1946? 


On the basis of 1946, yes. 


Q But cannot we have the actual figure on the books? 
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Q MR. NOLAN: vell I understood yesterday that 
we were to be permitted to use our own basis in arriving 
at the answer for those early years. 

MAJOR LIPSET?T: whether or not they were different 
from the figures in the books. 

Q iin. NOLAN: Well then what do you do, you add 
the provision for amortization of direct assets and vou get 
ae tdeure Of? 
we get a figure of $151,564.30. 

Q And that represents what? 

That represents the investment by the company at that time 
out of its own funds. 


Yes? 


iso 


Then there is invested in that year, 1926, in fixed assets, 
$10,769.58. | 

That is new money? 

New money. 


Which went in? 


r 2 & © 


Which ig added to the $151,000 and it brings it to an amount 

Creo, doo.c0e, which represents the new money found ty the 

compaily up to that date. 

G THE CHATRMAN : How do you get the figure $151,564.30, 
what is subtracted, you start off v3) ch ¢152,309.84? 

A Yes, and we add to that 46,7'2,84, which is the loss for the 

year. 

MR. NOLAN: You add the loss? 

Yes. 


And you subtract? 


> © & © 


" 4 i if pail as wae . : 
And you subtract the amortization, $7,%:8.48, that gives us 


our figure of $151,554.30. 


THE CHATRuwAN: I suppose it is quite proper but T 
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have difficulty. in appreciating how you get mcre money by 
adding a loss. 

@ MR. NOLAN: Yes, why in the first place do 
you add the loss? 

A Well the loss would vepresent, you might say capital loss 
by the company. 


Well is it proper to adé@ a-loss? 


&> 


I think it is, sir, because in the following year we take 
in the prefits in the same way. 


Q I suppose that is right? 


THE CHATRAN: I suppose so. 
Q WR. NOLAN: Them you. add the loss. 
me Yes. 
Q Then you deduct the amortization? 
A The amortization of 67,518.38, gives us the cash available, 


what it is called, that is the money found by the sompany at 
that point, of $151,564.30. | 

& And then new money is brought in and invested in fixed assets 
of %10,769.52, which brings the balance invested at that date 
by the company out of its own funds of G162¢,333.82? 

A Yes, now that is the manner in which this statement has been 
built up and perhaps I need not go over every year. 

Q Just do another year for me, will you, Mr. Taylor, please, 

G162 ,403-82, then we carry that figure=-— 

“te carry that forward GO 1936. 

And then what happened in that year? 

We lost $12,099.18. | 


All vight, and the amortization? 


The cash investment by the 


& 6. D> -& 


The amortization was $8,741..1- 


company out of its own funds at that point was ¢165,691.89. 


@ Yes. 


Je We Taylor 


A Spent $57,442.50. Therefore at the end of 1927 the 
Royalite Oil Company had of its own money in the pipeline 
department $203,164.39. | 

Q And then om take that into the year--=- 

4 We take bhet- inte tie following year and go through the 


same process. 


Re SED RS De: oe 


das there a loss or profit the next year? 
That is the year--- 
1928. _ 
There was a loss of 414,754.54. 
Hen. 
Provision for anortization to direct assets by December Slst, 
1946, $12,417.d6. 
Q Well when did this company get back cut of profit for the 
first time what it had put in in money, into this business? 
A Pie a Sit 5 
, in 2958 7 
A Yese 
Q Now just to point that oute-~- 
Q THE CHAIRiIAN: 1931 or 1932, Mr. Taylor? 
A In 1962, sir. 
Q ik. NOLAN: Let us begin that year, you had 


§104,873.-10 as the balance? 

A At that point the company had invested of its own money 
104,873.10. Now we commence 1938 with that balance of 
€104,873.10, we add the profit for the year 1952, G57 ,627.03, 
add the emortization 930,572.19, and we get te the point that, 
at that point the company had found an amount of 416,674.88, 
that is the ‘mount which the company had invested... 


Q Yes. 
Now through the retirals, the company's assets were reduced 


ees 
Nosy 
AS 
ss 


we 


oy 


Je We Taylor 


by $68,260.86, that is no new money was invested, and this 
68 thousand came out, so that we have the differentde between 
the $68,260.86 and the $16,673.88, namely, $51,586.98, which 
represents the amount by which the profits erirned plus the 
amortization, the net profits erened DERE Te. 2Nor basi. bon 
exceedex: the investment back into company assets. 
THE CHATRMAN: By o 
By $51,586.98, that would be at the end of 1932, sir. 

Q MAJOR LIPSETT; Does that mean, Mr. Taylor, that 
at that date they had got all their money back, plus 51 
thousand dollars? 

A All the money which was put back into the company's assets 


plug 51 thousand dollars. 


Q MR. NOLAN: All that had heretofore been put 
an? 

A Yes. | 

Q THE CHAIRMAN: That is cn the basis of amortization 
in 1946? 
Yes. 

Q MAJOR LIPSET?: And that included the heavy capital 


outlay in 1929? 

& Yes. I would like to bring up |. point which,I should have 
followed it up, when you were questioning me as to the pro- 
priety of taking this. bringing ovack this o-inch loop. Now 
LI think the situation is taken care of in that;that the cap- 
ital investcd is taken care of in the figure in 1929 set 
there, it is given credit for ard included in that figure. 

Q THE CHAIRAiAN: What is that now, you say it is taken 
care of, what do you mean? 


A It is given due weight in that, in the year 1929, there is in- 


cluded in the figures shown thevs--~ 
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Q 


» ©6826 « 


What figures? 

The figure of $302,628.20, there is included the cost of 
the 6-inch loop which was brought into the capital account 
in that year, so that it is hennabavee an investment which 
we made out of our, which we made in that year and so 
causes, gets its weight as a new investment, gets some 


weight as a new investment. 


(Go to number £826) 
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tite COME SIOMER LIPSETT: Iam just trying to 

get it quite clear in my otn mind. Does that mean 

that taking care of that misteken investment, or the 
investment that had to be changed, that is still taken 
care of and they still have ..51,000.00, bask over and 
above all their capital, in 1932? 

That is the situetion. 

And everything teken care of up to that time? 

YeSe 

Plus: 91,000.00? 

Yes. That is through amortization and net profit. 

THs CHATRi AN: And amortizing on your 
basis as of vecember dlst, 1946? 

&s I stated. I want to make that quite chear. 

oo GO oO GLON LI Pon: [In that particular period, 
Mr. Taylor, I suppose if the depreciation was taken 

at 10; your profit figure would be correspondingly less 
in thet period, would it not® 

Oh yes. I have not worked out the figure, but offhand 
I would say that the aver:.ge would be less then 10:0. 
About 5; if it is spread over till 1946.. 

Yes* 

I ean make that calculation, to show just how it sits 

in the averege way. I feel quite satisfied it would be 
less than 10; 

The effect of that would be that on the 10, basis your 
profits would be less in the earlier years, and greater 
in the later years? 
Yes, that is how it would work out, because your amort- 
ization will grow year by year. 


Does it matter what basis 
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of amortization is used, yours of the Company's, 

for the purposes of this statement? . It is added 

back, if, 18 it not? 

ae,0itias added back ins -So that 1 teke it thet 
whatever amortization you set up you add it beck 

in in any case, when you are considering the cash 
Situation. That is to sey that in this figure, 

Di verteke the Ligure’ of 1929 of i L89,60e.00, sinc 

the avortization amount of ,23,780.06 for the purposes 
of this cash investment statement is added teck. 

It matters not then what basis of amortization is 
used: 

That 1S correct. The amount is added back in any case. 
eer ene bo bit i eatin ae But on a 10,0 basis a 

lot more of the assets would be amortized today than 
on this 1946 basis would there not? 

"ell I would not wish to say that offhand, because 
there is an average situation working in here which 


changed from year to year. i would not want to say 


offhand how it compares with the 10% basis for instance. 


Liga NOE $ Am I not right in saying 
it makes no difference what basis of amortization you 
use, you add it back in this cash position’ 

Yes, for the purposes of this statement. 

Only 

For the purposes of this statement only. -hich takes 
the figure which is the net profit, in which there is 
a certsin amount decucted for amortization. You add 
back that amount. You take that same amount and ad4d 
it back so that whither you have a 10, or a Sp it 


does 210+ matter for the purposes of this statement. 
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Because this is a cash statement? 

Because this is a sash statement. 

And we were asked to paint a picture of the cash 
position? 

Phat de Tien th. 

And that is what this does? 

That is correct. 

Now this mohey shown on the right hand column as being 
the balance available, is cash we had in the business, 
that ve put in from time to time? 

Vell the red figures represent cash put in the business, 
that is the balance at the end of each year which the 
Company had supplied from its own funds and put in 

the business up to the point where we s@€e the red figure 
Or olds, 875.10, which sat the end of 19S). Then 

from that point onward, the black figures represent the 
cash money that the Company had recovered from its profit, 
after meeting all its expenditures on capital assets. 
On direct capital assets. 

I see. ve made large profits in 1929 of 159,000.00 and 
4211, 000.00 in 1930. ‘“‘hat did we do with that money? 
That money was invested in capital assets in 1929 to 

the amount of ,,302,628.20- 

Va put it back in the business? 

‘Ye put it baek in the business. 

‘hat else can you do with profits besides put them back 


in the business? 


You can distribute them in dividends if you had them 


' available in oash. 


But this m:ney was put back in the busim ss‘ 


This money was put back in the business. 
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Q is, FRAWLLY: And you did not heave any 
dividends? 

q@ hoz. OLA: Then would you mind just 
directing your attention to the totels under these columns 
and not go through the statement in any more deteil, 
if you will please. 

Ea EIST SNOT Re ab aan es Where NE LET perhaps ir. olan, you would 
consider 1967 and 1938 when the next large capital outlays 
were incurred. 

Ge ete AON Take the year 19387? 

yi tes. Sirs 

( WO IOS s 

4 1937, the amount which had been recovered out of these 


profits after meeting all capital expenditures was 
007,270.28. The profit for the year 1947 Was 3296,153.77. 
The amortizstion which hed been deducted from these 
profits and is nov added back .54,560.88. so that the 
Company had available in cash out of profits, after 
meeting the capital ploughed back of ,856,784.9%3, and 
had expended in addition the direct capital assets 
411,763.40, leaving a balance of ,445,021.536. Nor the 
relationshiv within thet year is the profit was 
296,155.77 and we added back the amortization provision 
of 53,360.88, giving a totel. of .§49,814.69) whi ch 
compares with the amount of ,411,766.40 which vas put 
back into Fixed Assets. Then carrying our balanee of 
gato,021.55 to 1938, we edd the profits 668,696.33, 
provision for amortization of direct assets by bDecemte r 
Slst, 1946, ..72,429.5c, and carrying on this little - 
you may call current eau of the cash - we get a 


figure of 886,149.58. There ves spend in additions 
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to direct capital assets (475,660.30, leaving a 

balance of “410,498.08. I should like to relate the 
situation for the nine months ending 30th September, 
1938, as to profit against capital additions in the 
same wey I did in 1937. ‘ie take the net profit as 
shown of »~368,698.53, to which we add ..74,429.52, 

being the amortization provided in these nine months, 
giving a total of »441,127.85, which comparea with the 
amount of »475,660.40 invested back into Fixed Assets. 
Pte NOLAN: You have a reconciliation 
statement at the foot, r. Taylor’ 

Yes sir. 

What does thet mean? 

MR. COM T6si ONG? LIPSET? s Just before you pass from 
toe te That ticure, MrsTaylor, beginning et 9377 

Yes. 

that ‘fTieure of 3507,2'70.00% 

Yes sir. 

Does that represent the balance that the Company had 
over and above all the capital they had put in? 

Yes sir, that is rig ht. 

And everything paid for up to thet times 

Yes. They had recovered out of their profit all the 
investment made in capitel assets and had this balance 
over. 

Yes, and everything paid for including the new pipe line? 


Yes sir. 


ig 
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That vas put th ih dees 


Yes sir. 


Now at the end of tlt year 1937, they had put in the 


first part of this new pipe line apparently. They had 


ise . 
cay 
Pe 
" 
vA 
“Sy ims 
AC es 
(ae 
< aes 


e 


r i 
“sy ‘ 


ws : mda 
3 Eo 1 
Re : ad 
ane “sis 
‘ mis 


> me M 
Seer] 
' Fs 


ted 
6 


Je 


ap 


Fe) 


ce 


&> 


iy 


1@ 


Taylor. -2851- 


spent ‘.411,000.00 on that? 

That would be largely that new 6 inch Line. 

And they had reduced their current balance then to 
(7445,021.007 

Yee-eir thay is riecht. 

So their actual cash position was ,60,000.00 worse: 
Yes. 

And they had ,411,000.00 more property? 

Yes, tore property. 

And at this period in September 1938 their cash balance 
is .,410,489.00? 

Wes Sir. I[t, is: reduced 365,000.00 from L937. 

Yes? 

“hich means that they put »35,000.00 more back into 
the fixed assets than they got out of their profits 
And after doing all of this capitel outlay in 1987 and 
1938, your cash position is the difference beti een 
507,270.00 and -:410,489.007 

I did not quite catch those figures. ‘ill you repeat 
those* 

From the beginning of 1937? 

Yes. 

To the end of Geptember 194367 

Yes: Sirs 

\ihen this $800,000.00 or ,900,400.U0 was expended’ 
Yes. 

Their cash position is reduced from 507,270.00 to 
410,489.00. 

That is right sir. It is reduced roughly about 96,000.00. 
And after fully paying for all this capital outlay on 
these nev lines* 


After paying for the tvo figures you see there, 2411, 765.40 


KAR: 


one 


7 
ae ea Taylor. —-2832- 
and 475,660.50. That is correct. 
Q Mi. NOLAM: That is taking all our 


cash profits and all our reserves for amortization? 

L Yes sir. 

Q THE CHAIRMAI’: | Ang that is granting you 
no interest on your investment over these years? 

b No interest on the investment. No outgoings by way of 


dividends from 1925 to 1938. 


Q i. COMISSICUER LIPSETT: “Ixeept insofar as that is repre 
ented by this sum of »410,000.00 that they still had 
over and above the property: 

A That is the only amount that would be available to pay 
interest or dividends. 

a) Mis NOLAN: And that is for the period 


of 14 years? 

A Veswicleco to. 193d’. 

Q, TH. CHA Liiiéty: &s I understand the position, 
to put it ina simple fashion for one who must be simple 
in these matters, you start off with 152,369.84 invested 
by the Company in 1925. You end up ih September 1938 
with 31,465,150.56 worth of capital assets* 

A That is right. 

And $419,489.08 in the bank? 


LD 


A hoo LS Pig ,olr. 


Q Bik. NOLAN: Should that capital asset 
figure not have a deduction made upon it of the reserve 
for amortization of 3386,626-00? 
THe CHAIRMAN: Should it be added or taken 
ort: 

a) tiR.NOLAN: WOULd YOU sot. take “ib DFE 


in this instance? You have there under ceépital assets 


oi 
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yl, 466,150.66 worth? 

Yes. | 

Of eapitel assets? 

Xe5; 

fe that wishtr 

Wo, that is not right. 

“hat is wrong about it? 

That was the cash we put in, but that cash has depreciated 
by the amount of amortization. ‘°.e do not have that much 
value now. 

I thihk that is clear. 

That is the amount of money put in? 

That is new money. 

1,465,150.56 and there should be deducted from that? 
Deducted from that. 

The amount of amortization in the amount of (3586,626.00? 
Yes sir. 

Why do we deduct that? 

That represents the reduction in value of the assets 
through its use over these years. 

THE CHAIRUAN: You have taken out, haven't 
you, I suppose tmt is quite right, but so i may understand 
it, when you amortize you should get that money back, and 
replace the asset and leave the position the same. If I 
may make it simple to you, ir. Nolan, that you might 


examine it further, by presenting my difficulty to you. 


$106.00 vas invested in an asset. You take out 10% per 


year for what I have thought of as depreciation in times 
past. Theoretically I thought at any rate, that »10.00 
went into the bank, and at the end of 10 years your asset 
would be theoretically gone but you would have your 


“100.00 in the bank. So that they would balance each 


ae 
ens 4 


ar ee 


iu ae Gee 
bis a aa ced Wh on 8 


r . ‘ 
ey b foe t yea C po rat aa ‘si my 
; bys ” ae bn ~ ot 7 = . 
y " ees Bi ceva 
(ea > 
m : = ont 
- 
shit 
ee, 


ee 
“ 2 2 1s! S 
a9 oJ 5 
f naa? Ny 
5 a a 
j 2 
De ag 2 
3 b, ¢ 39) 
d + ek veces 
roe : 
aN ; F SED wx A 


eats, 

WOT hh i 7 

ded din + 1 eae 

we Ee Ae 
in a hese SS Sit eae 


iF 


¥ 
Sa ney ae 
Meh =, ‘ 


(ate ‘ 


x 
” ie een D's he 


ook 


9 

Je. Taylor, -2834- 
other. That is perhaps quite wrong. 
MR. NOLAN: ul In this statement 
havem't we added the amortization reserves? 

A Yes sir. ‘le have considered the amortisation reserve 


as if 1t were cash we were getting back. 

Q You add it on in this statement? 

A Yes sir, it is added on in that statement, and it is 
considered cash coming back to them..... 

Q ae On a Ne Didn't you tell me in the 
very first column that vas carried right through that 
you added as profit, although it was a loss, your 
second column, and you deducted the third one? 

A bo sir-./.6.sdded the third ohne, | 

Q Tks NOLAN: Is it because of the 
difference in the colour of these figures as to what 
you dot 

A Yes, Siw, it’ is. It.is, the eolour, of thesvigures: that 
is the governing factor there. 

Q) So you did give that explanation when you started with 
that first line? 

A Yes. 

Q If you were dealing with the last line you would not do 
it that way? 

4 No sir. It is added back in the last line. 


So is it proper to take from the ..1,465,150.00, to 


i> 


take the amount of the amortization reserve? 


A Yes sir. 


S Vell now, the reconciliation statement. “ould you explain 
tha t°? 
A The reconcilietion stutement takes in total, the figures 


from the detailed position year by year, and the profits 
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from 1925 to 1930 es estimated by the Company were 
667,914.93. The profits from 1931 to September 30th, 
L950; 8S per sxhibit "BY" attached to sxhibit "LOO", 

pip bol, 098.71; givine’ 4  t6teal of 315489;025.046 

Then we add back the amortization. 

Wk. HMOLGN: “Why do we ada‘ 

Because it is black, I suppose. 

This may be simple to you but it is not to me. 

"6 add it back, sir, because we got that. ‘ie consider 

we got that out in cash $386,626.00 and that gives us 
615875 ;,639.645 

THE CHAIRMAN: Just pause there Long enough 
to tell me what does that represent, that $1,875,659.64? 
That represents ths cash which came out of the earnings 
from the period from 1925 to September 30th, 1958. 

Mis EP CLAN? Yes, and whieoh..... 

Of which we spent in c&épital assets (1,460,150.56, 

leaving net cash at September 50th, 1.458, assuming no 
dividends were paid, and ignoring interest, of 410,489.08, 
which agrees with our balance at the close of the period 
in what I call the litthke current account up above. 

Tif CHAIRMAN: so that to put it another 
way again in simple fashion, between the period 1925 and 
1938, you are aheaa either in gash or in capital assets 
on hand to the extent of 31,875,659.64% 

That is right, that is correct. 

On an original investment of ~l52,569.847 I suppose that 
is perhaps not right to put it that way. 

Mie. OTA T No, because we put money in 


for the first six years of this pipe line's life‘ 


Oh yes. 
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‘hat the Chairman is directing your attention to is this, 
did@=the figure of .3152,000.00 Like a gieretin become a 
figure of 31,875,000.00?7 ‘as that the original invest- 
ment, »152,000.00% 

Yes Sir, it was the original investment. 

For that year? 

For that year. 

But there were other years immedi tely following in which 
money was put in? 

Oh yes. 

All these black figures in the second last column 
beginning with 152,369.84, plus 10,769.00 and 
367,442.00 and so on? 

Yes sir, all the figures starting with the 3152,000.00 
and following up year by year, all that was nev) money 
put in until you come to the point where the change 
takes place, and ve have 51,586.98. 

Mes WOT SSLCMa: DIPS i The other money having 
@ll been got back in the meantime’ 

That is right. 

LR. TPOLAL: The other money having 
been got back in what meantime, having been got ba ck 


ML 9.007 


Yes, in 1962. Yes. There was an investment by the 


Company in addition to the »152,000.00, there was an 
investment for some 6 or 7 years. 

Whieh we did not get back: 

In those years. ‘hich we did not get back in those 
years. 


But you did get it back, i'r. Taylor, as 1 understand 


by 1932% 
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That is right, yes sir; by 1932. There was a period of 


? years when there was new money going into the pipe 


line. 
Tie CHAIR CAN: Now whet is that? 
LRM eR The witness vas explaining 


that there vas an investment in the early years, at 
least for the first 6 years, which was not available 
hecause the profits were not there to enable them to 
make thet investment? 

That is correct. 

But by the vear 1932 the position was that all that had 
been put into the business had been returned from the 
profits made‘ 

That is correct, sir. 

And that vas what mr. Comnuissioner Lipsett has been 
interested ine 

THe: GHEE IRMAN: Do 1 Understand) wou ir. 
Nolan - I do not know whether I understand - but do you 
mind telling me what are we to conclude when we see the 
req figures? There are times when you subtract the figures 
because they are red, end you add them because they 

are black.» I would just like to be clear on this if I 
can be’ 

Ldoinot. think Nr, Nolan can explain thaw sowyou, “sire 
Vell will you: 
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HAN GSS I think the interesting red figures 


are, in the column "Deduct Cash Invested in Direct Assets". 
THE CHAIRMAN: Yes? 

Now, we have black figures all the way down the line, and 
then theve came a year when we took out of our fixed 
assets more than we out back; in other words, we dis- 
imantled or took up pinelines or did something like that 
eno wevhad"a figure of-credit to cur eapital aesets 


instead Of 4 charge, take thet Tigure of, $65, 395.90% 


vur expenditures in that year might have been #30,000.0CG 


and our recovery $65,000.00. Then we have more 


recoveries than we have new cash andwe get this credit 


so that, naw if you look at the red figures just 
immediately in front of the $45,000.00, the $140,271.00. 
Yes? 

Hitch LS a ‘red figure. 

Lesh: 

Which Was cash invested by the company at that noint, 
new money at that point, of $140,271.00, so we get 
35,597.90 back thpough recovery d@ fixed assets, and 
we get a figure of $104,873.10, which represents the 
money which had to be found by the com=any up to that 
time. Now, you might have ?n entirely different situation 
with other red figures, as 2 rule, as 2 gener?l1 rule 

a red figure means a deduction, put you cannot follow 
that absolutely because you have occasions when the red 
figures represent an addition. dhen you get two red 
figures together, but not always. 

The expression "in the rea" does not always stand? 


No, not always. 
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Se eteaicnent ee Now, wait a moment, we were "in 
the red™® in the sense that we had put into this business 
¥104,873.00 more dollars than we took out of it in the 
year DI9SL? 

wo Leena Or. sl: 

1931? 

1951, that is correct. 

Now, I mean, to use that colloquial expression which has 
been suggested to you by the Chairman, we were “in the 
red" to that extent? 

In the red in the investment of cash. 

We put in more cash than we took out by that amount of 
money, namely, ‘104,000.00? | 
Upto thet. point. 

TH. CHATREAN: After allowine, of eourse, "Tor tne 
excess of profits over losses in that same vericd? 

MR. NCLAN: Yes. 

THs CHATRiAN : I -mean,, it may Mekecno difference, 
Mr, Nolan, on some theories, but you did not take that all 


Suir your pocket, i take it 


MR. NOLAN: No, no. 
THe CHalRs AN : If I understand the witness aright. 
MR. NOLAN: That is.rteht. -\e used what we 


had, my lord, I wonder if I could put that, we took what 


money there was available and we out it all back in again. 


WITNiSsS: The money availobdle from profits? 
MR. NOLAN: Yes. 
Yes. 


And -ut it all back in again? 


But it was not enough by 4104,00C.00 at the 6nd of 19617 


. : p < as 1s 


oa re Se tetas AISA 


s « 
. 
y * 
ra « w 
z we ara Be 
A ee r eit ar Se ey 
2 = i fod A ho ed 
i a 
re o \s 
cs 1 e . - 
MUR ene ; ce ae: pia int . 
ayeeaee aS ee) Pe aye any " 
has = 4 6 ‘ a * 
pe a 
i } 
oI i 
< ay ‘ 
f 
ri = me 
iD Y ‘ A 
ra, , ts ee ee 
as PP on a hie a A my A : 
2 ‘ ' La J f ar aes Si + 
4 . nw E SF 
¢ 2 Ag ‘ ; 
a . wy 
y 1 " a a 
3 Secs; ¢ t 
ut 5 fol WM yy eee ao é mat ue 
iF 2 - 4 y ee ee 
i . ht) 
rh . 
ty ey m 
4 + y r 
4 , \ 
= id 
G 
; = 
) 
TA: 
{ 
: : = 
$ = és x Fite gs, 
=, F nut a : y 4 eae ed Air we 
t 3 7 te + ‘ i ats tt 
naa > oad, eh io ie ns ue ae ey ara 2 


I> 


A 


A 


C) 


Q 


@) 


Gx 
ct 


«. Taylor. -~2840- 
That is the Situation, exactly. 
TH: CH.IRCAN: That is right. 
ee cie Gero ny: and is that n&d subject to this 
Qualification, Mr. Nolan, or Mr. Taylor, you had 
Originolly put in $152,000.00? 
ThacoLs Correct: 
at the end of 1951 you had only left in, $104,000.00? 
Yes, that is the figure, that is the cash investment by 
the company at that point. 
You had taken out, between 1925 and the end of 1931, 
you had taken out 948,000.00 of the original $150,000.00 
you had. out in? 
TH. Chal RMAN : and acquired..... 
Win oO % Mess 
MAJOR LIPSETT: You got $48,000.00 of your original 
money back? 
Travis correct, Sir. 
and reduced the originel investment to $104,000.00? 
hie Ies*correct; sir. 
and youchod done. that at a time when youshad made tunis 
Cantal -investment ad 1929, eee ana nesy, oPeover 
3400, 006, 00? 
Tho Us OoOr realy Sins 
MR NOLAN: 4nd that is without, we put in our 
profits and the whole of our reserves’ for amortization, 
MPs Tay lo oe 
I beg your pardon? 
You had out in your profits and have also put in the 
whole of your reserves for amortization? 
That is correct. 


What does thet mean? 
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That is really adjusting your profits to a cash basis 
by adding back the amortization whim is a a cash out- 
going, merely a bookkeeping provision. 

Yes 

MAJOR LIcSattT: And you had acquired assets, 
according to this cash investment in direct assets, 

you had acquired in the meantime capital assets of over 
600,000.00? 

MR. NOLAN: Capital eSsets of over $600,000.00? 
Yes, around $600,060.00, just looking roughly at the 
figure. 

Which heave deoreciated, ur. Taylor? 

ea 

AmOrinewtact. did depreciate? 

Nes, they must hare depreciated. 
And which depreciation just does not show on this state- 
ment? 

It does not show on this statement. This is a cash 
statement and a. gross investment statement of the 
assets represented by sane £1,465,000.00, are wath 
as much as the value as depreciated through wear and tear 
M4s(R.LIPSETT: Now, Mr. Taylor, on that point, 
can you break up that $1,465,000.00 into cash and 
fixed assets @ property? 

It is all fixed assets, sir, all fixed assets. The 
eash amount emerges as 410,489.08. 

And that 31,465,150.00, you say, then requires to be 
denreciated? 

Ves, te-18 not worth that value to-day. 

To-day? 

No. 
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INOW, What I. want “to ask YOu, ee Peylor ps te you en OW 
if those ake the same assets which are in the valuation 
which Mr. Hill Eves 
They will be, except for the 6-inch Loon, which has been 
taken back in these figures and the other items 
represented by the 356,000.00, which we discussed at the 
close of the session yesterday. 
tir. Hill, if I remember correctly, told us that on’ the 
reproduction basis those assets were worth #L,600,00C.00 
to-day, and if that is correct, there will be still a 
furiher ‘depreciation on his vaiue of this propervy. ever 
and above what your figures sha? 
iiac wouLa be SO, On the réevalueti on basis. 

Bra your figure on his basis would have vo Dexinerersed 

by 6135 ,0C0. 00? 

Yes, it is, based on his calculation of reproduction 
alue. 

TH: CHATAcAN : Without the 6-inch line? 

And without the 6-inch Loop, yes. 

Magen Vio f: That is giving credit then to the 
6-inch Loop because he is only valuing what is there 
to-day? 

Yes, that is correct, he would have the 6-inch Loop in, 
no, he would not have it in, I mean. 

He weuld not have it in? 

He would not have it in, but we have it in. 

You have it in? 

Yes, that is right. 


Mow, is there anything else, Mr. 
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Commissioner, on this statement, =xhibit "114"? 
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AON CLAN Then, perhaps, we had better go on 


to the next point, if there are no more questions to raise, 
what do you want to deal with now, Mr. Taylor? 

LI should like to deal with the statement which was put in 
yesterday, the statement of investment. 

THo CHaIR AN: Before Mr. Nolan proceeds). 1 am 
not sure about this second page of this Exhibit "114", 
Mr. Taylor, which we have been discussing, would you mind 
having that explained a little more for my benefit? 

WR. NOLAN’ Now, will’ you turn, . please, to tie 
second page, Mr. Taylor, of Exhibit "114", you mentioned 
it in passing, but would you mind explaining that again 
to the Commissioners, Tirst of all it) Savas" rrovision 
for amortization" for the seven years and nine months | 
ended September 30th, 1938, per Uxhibit B, $59,599.58? 
This provision 18\on.the indirect assets, tnat.is the 
Utility assets which sre: which-service wane a pelane 
denartment in some degree. 

TH. CHalRiaN: That is what I would like to get 
creared up, if 1 ean? 

Xess 

Hov are they treated, noW, who owns them, the Royalite 
O41 Company owns them, of course? 

The Royalite Oil Company owns them. 

when you deal with them for this pipeline division, for 
the purposes of the present Enquiry, do you treat them 

as though the Royalite Oil Company were renting them to 
the department or the department owns an interest in then, 
or what, if they own an interest in them in the sense in 
which we speak of interests, by the department, should it 


not be included in the capital assets here? 


_ gate wee: aes Pal a 
: ae tidus’ o yaaa mtg 


ve ha 


\ 


‘ene: “toby an 


Lyre 


Soe ee iwieaig ‘aye. ean PER ch 


pe Les, : 
Poy. ae : a aa hae 


hie 


see a 1a om | 


a) 
4 


i. Taylor, ~2844-~ 


The explanation of the manner in which the utilities are 
included in the capital investment in the statements 

te eae buG WOON. y aie 

But I mean for the purposes of this front sheet? 

These utility assets are considered as being utility 
assets of the pipeline division, in a varying percentage 
each year. in the overhead percentage rate. Now, that 
is how both wr. Morrison and myself in our statements 
have treated these utility assets. You cannot say to 
what degree they are used in the interests of the pipeline 
department. 

No? 

But you make the best calculation you can and it is 
considered that the rate in which you distribute your 
indirect charges is the measure of the proportion of 
these uti ity assets which the pipeline uses. 


Yes, but you immediately differ here, you have & page 


9 
showing “Acquired Assets"? 

Yes. 

iiR. NOLAN: Now,, there as € lacthe nove there, 
Mp. Chairman, I wonder if that note just under these 
columns of figures may not nelp us. 

THe CHALRMAN: "No allowance other than »rovision 
for amortization of indirect assets, has been made for 
cash investment in, pipeline department proportion of 


additional indirect assets acquired during the above 


period." 


aT 


WR. NULAN: Ion, the "indirect assets" is 
itil ty “and service? 


¥es. 


b>) 


4nd the direct assets are these lines and pumping stations 
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Yes. 
THE CHAI RMAN: along the line of our questioning, 


Mr. Nolan, I do mt know where it comes out, but we are 
told that certain assets have been acquired by the company, 
whatever they may be worth, and that it is in a certain 
cash position. Now, in addition to that, this department 
as such either had a proprietary interests ain, ors the righ & 
of user, which is of value in money, surely, of real 

value in money, surely, to that department, if you think 


of it as a separate thing? 


Yes. 

MR. SOLAN: Yes. 

TH: CHAIRMAN: Just as surely as this $410,000.00? 
MR. NOLAN: Yes, 

TH. Gisal RMAN : Tt does. not. own hed, emitter, aera 


department, but we allocate to the department that sum 
for the pnurposes of sur consideration; why not that 
interest which they have indirectly in the utility? 

MR. iwOLsaN: In the physical. thing represented 
by the Boiler Plant, for instance? 

THE CHAaLlreials Yes. | 

WITN2SS : It-is. teken care 02.) veg sider, 
ine toe way,.my lord, . ihe provisions for depreciation 
are shown on that statement, including the provisioms 
for depreciation on the proportion of those utility 
assets which we have considered as capital of the 
pineline company yer by year. 

eR. olan: Yes. 

se adda back that “mortization,: that tsebaken. care of oR 
these figures, and we assime that. that was handed over 
to the Royalite Company and was invested, reinvested in 


the general 100% of the utility assets, 
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Q You are amortizing these indirect assets but you do not 


pet them out to go into the column of total assets as I 


see it? 
A Well that would be an impossible thing to do, sir. 
Q wike NOLAN: ? | Why? 
A Because the percentage that we use jumps around from year 


te year. It is the percentage of indirect costs that is 
used on all these statements, in setting up these utilities 
and then we amortize them on that same basis. 

Q Yes, but what the Chairman says, in your capital assets 
you have nothing to show the physical value of the boiler 
plant? 


A That is right in these figures. 


4) Well why have we not? 
THE CHAIRMAN: That is it, I would like to know. 
Mne FRAWLEY: You can take the percentage in 1925. 
THO CHAIRMAN: We have had no difficulty in more or 


less arbitrarily dealing with indirect profits. 
MR. FRAWLEY: You have lots of percentages lying 
around, use them. 

Q Mike NOLAN: Vell lire Taylor, what about it? 
Well here is the situation which would emerge from there, my 
Lord, supposing your percentage that you take for capital 
purposes is 10%, one year? 

Q THE CHATIOIAN ; Yes? 
And there are certain additions to the general, these ut- 
ility assets within the Royalite Oil Company. 

Q, Yes? 
within that year, you cone along next year and your percentage 
which you take may be 12%. Now you have a distortion there, 


you have e percentage then which does not really represent, 
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reflect the additions which have been made. 

You take at the end of September 1938? 

Yes. 

dhatever you did in the meantime, should they not have a 
certain amount of interest, which is a capital asset, in 
those utilities, why have they not, they are part of that 
company which owns them all, they have been paid for? 

If we take, take the cash investment in direct assets and 
we have that figure definitely and --- 

THE OHA InwaA N: LPuyou have not given it thought 
and you care to do so, do not let me rush you into an 
answer about it? 

I would like to. 

I.would like a correct answer after you considered it. 

I would like to sit down ond consider it, 

THE CHATRiiAN: All right, you may do ad. 

MR. NOLAN: Then we will come to that again. 
You were going, when the Ghairsian made his observations, to 
another statement which has been already marked and which 
ia Exhibit "110" and it is commonly known as the 5, 10, 15, 
20, 25 and 30 year statement? 

Yes. 


Have you that before you? 


Yes. Before I conmence, before I go on to that statement, 
Mr. Chairman, I would like to make a reference to Exhibit 
"7109" which was filed yesterday. 

THE CHAIR AN: Yes. | 

It is just a small statement in connection with it; that 
statement presumes to show the number of years over which, 
the number of years that the loventnent wae in on the basis 


of amortizing to December élst, 1946 and I wish to point out 
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3 
that, in that isa the direct assets calculation is 
entirely correct but igkebare with the utility assets, 
just bringing up the same difficulty which one has now, 
you are dealing with a different percentage of the total 
of those assets every year in your capital account, and 
you cannot set up, there is no mathematical way in which 
you can set up and make the same calculation of those 
utility assets as on the direct assets. For instance if 
you have an amount which represents, if you have 12% of 
them in in 1925, you cannot say that you have that same 
amount, that 12% in all the period up to-1946 because your 
percentage thet you actually used in your calculations 


Changes each yer with your overhead percentage. 


Q THE CHAIRMAN: The $121,024.57? 

A Yes. 

Q Would not be the correct figure? 

A Noe 

Q For the pipeline? 

A No, and I just wish to correct t hat , and the only calculi 
tion which one could make is on the direct assets on account 
of something of this, with the perccntager, and I have a 
statement now being prepared which will deal with the direct 
only, the direct assets only, which are the only ones which 
can be given this treatment and I would like to produce tmt 
later, my Lord. 
THE CHATRWAN: All right. 

Q Mk. NOLAN: Well now turning at once to Exhibit 
WIAG"? 


4 Exhibit "110", I should like to read-~- 


Q The preface? 
A The preface. 
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That is the 5, 10, 1&, 20 years statement? | : 
mea; vio oO, 10; leet years statement. 

All right, Mr. Taylor. 

It is dated January 7th, 1939. 

"axhibits A and B attached hereto have been prepared 
applying fihe same principles as are set out in our 
report dated Junuary 7th, 1959, and the Exhibits 
attached ee The same comments apply also to 
Exhibits © and D, except that in the case of these 
uxhibits a salvage value of 10°; for the 5, 10 and 
15 year period and 5% for the 20, £5 and 30 year 
period has been assumed. 

Je wish to point out that the Income Tax per 

barrel shown on the attached statements is the In- 

eome Tax on the profit actual made in these years 

and that there should be substituted therefore the 

Income Tax per barrel which will emerge from such 

rate as may be set". 
In other words the Income Tax figure which is shown is the 
Income Tax actually paid and one would have to make a cal-~ 
culation of what the Income Tax would be which would emerge 
from any rate which might be set, it will not be the same 
amount as the Income Tax which was actually paid. Those 
are the figures which wr. worrison read into the Record 
just at the conelusion cf his testimony a week or 50 ago, 
and -f<think--< 
THE CHAIRMAN: That is because I suppose they are 
paid on the basis of their 10% depreciation? 
No, on the basis of profits which were made in the past years. 
WR. NOLAN: Less 10 % depreciat ion? 
Oh yese iwxcuse me, 0, it would be the profits as shown by 


the statements, the 61 to C8 statements. 
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MAJOR LIPSETT: — dhich they have already provided 
for depreciation? | 

Which is providing for the amortization up to 1946. 

THE CHALTRi all: Is that not new, was the company 
not working on a different edi for Income Tax purposes? 
Oh yes, they were working on a 10% basis. 

hikes NOLAN: 10%, as the Chairman said? 

Yes. 

Ana paid on that? 

The company paid their Income Tax on that basis. 

THE CHALRAAN: Yes. 

MAJOR LIPSitt: The Income Taxes in future which 
would have to be taken care of would be 22% of whatever-+ 
dhatever emerges from the rate. 

Whatever emerges from the rate? 


Yes, that is correct. 


Like NOLAN: Now turning to ixhibit 4--- 
THE CHATIUiAN: Of Exhibat-" LOM. 
he NOLAN: Of exhibit "110", yes my word: 


"Statement of Investment, Net narnings and hate of Return 

on various Amortization bases to 100%". Now that is the 
basis on which the statement in sxhibit, the Court Exhibit 
"100" is based and as you wili remember, my Lord, there was 
no, that was a calculation of the return of capitel in full, 
there was no salvage value. Wow as I understand the state- 
ments are going to be used taking the life of the field then 


there must be salvage value taken into consideration and I 


think it would be, the statements which the Commission will 


be considering will be my statements C and D which give that 
salvage value, so EF think we should refer to them: these 
first two statejent s were made merely to coincide with the 


basis which has been adopted in my report. 


as Be 
« 
; : : 
ed bs | 
. re 2 
| : a : 
- : : 
‘ = 3 : 7 ' 
: 4 < s 
a) : ; , 
: ‘ ok ; ie 
. ; : 5 s 
. 5; : 
a : 5 : 
| = im ; 4 ve 
ores a 


“7 
: e ais, 
| = 
- 3 ‘ 
: B 
mae) 
reat 
’ 
, 
> | 
: ° 
. 
om 
e Z 
tet | ; 
4 : 
: : Gas 
ws 
re 
Se ‘ 
S . 


ak 


- Z 


aa 

Lek = 

ae a) 
ie 


one . 
= . 


t- 
ise 
! 
Mined ie 
2 
ae cS ‘ 


Je We Taylor 


C2 
6 


@ 


Siaool, > 
MR. NOLAN; : All right. 
THE CHAIRisA U; How you are eereerins to Exhibit 
BLOG 7 
PxeitoLe Oo" OF "POON, 
MRe NOLAN: OF Bxhipit "Lio" 
OL Expupis ETON Sims 
THE CHA Taian: I thought you were referring us 
back to "LOO"? 
VITNESB: INO » 
MRe FRAWLEY: Can we be clear, that you do not 


want us to have any regard to A and B, ire Taylor, for the 
purposes of the rate base? 

It is my intention to work out the rate base only on C and D 
because there is a dinctinetion, tir. Frawley, that the Com- 
mission will be considering the life of the field and ite 
Balvage value ana then we will have a figure which is ex ctly 
Comparable with wre siorrison's figure except that there will 
be no salvage value, of course, in the 6-inch loop. 

THE CHATRiiAN: And you say you are making tle t? 
Yes, that is on the way, it is a calculation which takes 
quite a little time but it is in hand. 

MAJOR LIPSET?: So the only difference between A and 
C, lir. Taylor, is this question of the salvage value, is it? 
That is the only difference. 

MR. NOLAN: And C includes salvage value? 

C takes cognisanze cf salvage value as stated on the head of 
the statement, 90% for the period from five years to fifteen 


years, 953% for the period from twenty to thirty years. 
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These figures are merely the collection of the net 
investments, the het earnings and rate of return onthe 
calculations which we have made on the different bases, 
running from 5 years to 30 years, and they are taken 
from our work sheets. I do not know the figure - 
would you wish me to run over these figures sir? 

Like NOLAN: Just give me an idea what 
it is intended to convey. You say amortization basis. 
Thet.ceans the period of years, 5, 10, 26, (20, 2b°and G0 
years? 

From January lst, 1939. ‘hich is the same period as 
adopted by tir. liorrison in making his oaleulations. 
Then you take it from the figures as shown in the 
respective years 1931 to 1938 from your "C" schedule to 
Beha bat: "LOO"? 

No Sir. No, that ,is not right. 

From the "A" sheets? 

No sir, they are taken from our work sheets, which have 
a separate calculation, because your investment varies 
on each of the cifferent bases 

Oh yes. 

411 the way through. So that is taken from the work 
sheets in our office. That is the result. 

And this is the net investment in cach of these years? 
The net investment in sach of those years on the basis of 
emortizing in 5 years from January lst, 1939, on a 10% 
salvage value. 

Then how do you arrive at the net earnings in each of 
these periods? 

The net earnings we arrive at by the same direct and 


the same indirect costS 8S appear on the "6G" exhibit 
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attached to Sxhibit "100". But there is a change in 


the amount of amortization because of the different 


bas@s, 

Q Because of the different periods yes? 
Yes. 

Q Then you show the rete of return in each of these 
years? 

A Yes six. 

Q. Then we should read these columns downwards shouldn't 
we, on the 5 year basis? f 

A On the 5 year basis. The first figure given is the 
5 year basis. 

a) Yes, and the rate of return is? 


4b 7.32%. 

Q 7.32% in 1931, 9.38% in 1932, 16.80% in 1933, 25.09% 
in 1934, 23.76% in 1935, 16,49% in 1936, 45.19% in 
1937 and 32.61%, that is for the nine months only of 
the year ending September 50th, 1958, an average of 
23.96%0~ 

ii: COMMISSLON GR, GLPSs Ty : Can you give us the 


£ 


yearly figure for.19d8F .- 
Mik .NOLAN: The percentages, my Lord? 
It would be 42.81‘. 
A 43.48%. 
Q Yes, that is a little different. Now would you run 
dovin this first column of 10 years. I observe it is 
8.22% for 10 years, and for 15 years it is 8.72% 
Yes. 
20 years 8.96%; 25 years 9.19% and 30 years 9.36%? 


Yes. 
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Is there only that small variation in the rate of return 
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J. ‘).Tayler. 
having regard to the wide difference in the ennee of 
years?used, from. 5 to 307 

A Yes sir. That is so. 

©. THi CHAIR An: Do I understend the more 
ots you take the greater should be the rate of return’ 

ves ne would think so, and that is so in that first period. 


Ta would Vike. to. follow that outs 


G Me. NOLAN: It is not true in these 
Guner perilocs’ 

yi) It vas a result that really astounded me when I first 
saw it, because when you come to-.-ec..«. 

THit CHATAMAN: “ie seem perhaps not to have had 
that point of view when we were considering the life 
of the field. 

lk. NOLAN: Perhaps we began at the 
wreng end. 

A ‘hen you come to 1958, Mr. Chairmen, you get a largor. 
return on a & year basis than you do ona SO year 
basislh ‘fould you Like me to explain why that is* 

(At this stage there .as a short recess). 

Q Pte? COL ae! 5 You were going to give 
the Commission the benefit of your explanation as to 
the fluctuations of rates.of return Ona Oo" or 
See oat oboe 

Ls Yeo Sir. 

a Vill you please direct your attention to that? 

K-06 oF would like tc direct your attention to they period 


of the nine <onths, or perhaps we had better teke the 
ccnplete year 19¢7,.which is the third column from 


the end. 
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THS CHAI RMAIH: Yes? 

On the 5 years' basis we find that the rate of return 
is 43.19%. Following down the line it gets a smaller 
percentege, the longer number of years, until you arrive 
at the 30 year basis when the rate of the return on the 
30 years' basis is 35.18%, as compared with 43.19% on 
the 5: year basis. 

MR. NOLAN: The converse is true of 
the 1961 column? 

The @onverse is true in 1941,: but not in suth a spread. 
In 1931 the rate of return on the 5 year basis is 7.32% 
and on the 30 years 9.36%. Perhaps I can explain how 
that comes avout, Mr.Chairman. In 1957 we have working 
in a cumulative way the provisicn for amortiaz tion. 

That is to say the calcukation is on our net assets 
after providing for amortization, and we have an 
aecumulation up to the end of 1937, an seccumulation 

of our amortization up to 19387 over all the years back 
to 1925, which has been working as I say in a cumulative 
wey. Now in 1937, in the profit part of the picture, 
the only reflection we get of the difference in amort- 
ization as between the 5 and the 40 year periods,is the 
difference within that year. The only difference in 
your amortization charge is the difference within the 
year. That is to say on the 5 year basis you have 

a larger charge for amortizetion against your profits, 

@ much larger charge than you have on the 30 year basis, 
in your pugeete but you have that reflecti on for only 
one vear. —Jhereas in the capital section you have an 


accumulation of that difference in charge right weck 
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Taylor. 


to 1925. That is to ssy that you have taken off 

your assets for the purpose of making your calculation 

of return on investment a smaller amount for the larger 
humber of years. 

Yes? 

And that gives the effect which is opposite to what one 
would expect. The situation in 1931 is the situation 
One would expect, but through the accumulation over almost 
8 yeers, your situation reverses itself and you have a 


higher rate of return on the 5 ‘year basis in 1937 than 


Mee Gs Looe aR LLPSETit: You heve not followed 
Out Your own year, 1946, f£ notice,;in any of) these 


calculations’ 


ee gh Tes NO. 7 (YOU, SGer odie 


what “as done vas this, br... Taylor pPreparcd a report 
and in that report, according to his judgment, he put 
in a period which he thought was proper in the circun- 
stences. Then vc were requested by the Commission to 
prepare statements on these varying figures from 5 

to 50, which we did. Now this is not a part of sm, 
Taylor's Report. This is an answer to a reguéest of 


the Commission. 

Sevoo ewaUlis LLP pees Yes, 1 know thats 

Yeu heve not folloved out your on Report in any other 
Pieoures ab ail? 

No Sy. Tho only the figures taken from my 
Exhibit "100", "C" stetement there, 1 to 8, the only 


> @ 


figures taken into this are the direct and indirect 
costs. Then the amortization is based on this 5, 10, 15, 


20, “25 and 30 year basis. I have ignored the provision 
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for amortization which is in my first Report. 

“Vfould it be convenient end possibly desirable, Mr. 
Taylor, to make your picture and your evidence, tu 

bring it to its logical conclusion, that you should give 


us a figure based on amortization for the period ending 


1946% 
Paiste (Oa is That is what we have done, 
Six . ts ¢thet snot .dmsexhi beh MAM of aes pa ten Cais 


The first sheet on axhibit "100" is. your main Report. 
No, that is not on a 1946 basis. The only difference 
between those "A" and’ "B" statements and "C" and "D" is 
that in the one case, in the ease of "4" and. "BP no 
Salvage value has been taken. 

Iam talking about Sheet "A" of your main Report, Mr. 
teayvior.iesexhibiti "A" .of thes mein, Reports 

Yes sir. 

exhibit "200"... Vhat-lir.. Comhissioner Lipsett, wants to 
know is have you worked out this rate of return on your 
own figure of LDecember S1st, 1946? 

Yes, that appears on uxhibit "A", attached to Commission 
uxhypiy ' "100". . Theat isthe working out pf, tne return 

On Capital on the basis of 1946. 

MR. NOLAN: exhibit VLU seer. wey lor's 
main Report. On the first pege of that, being iixhibit 
"4S", there is the basis used being 4lst December, 1946, 
and he shows his rate of return there as being 41....... 
THe CHA TREAT: 41.99. US 4% not? 

Messin) 27.99. from L2o%. 

1? WOLAIT: I think that is the figure 
Mr. Conmissioner Lipsett wants’ 


Yes, that is the figure. 
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ee GO ISstoVER LIPSsatTe On whet basis was the 
amortization written off, on that #xhibit "A" then, 
Mr. Taylor? 

That is amortizing everything up to December 21st, 
1946. 

And is that taking that back to 1925 or only starting 
in December 19317 


it takes’ it -back to 1925. All the statements do that. 


fH 


You tiust go back to the beginning in any amortization 
calculation, 

Mi. MOLAR: But there is a difference, 
ie. Teyhor, that is in your wxhibit “AM pore trai bin ieo", 
and in the sheet to which you have just referred, being 
g#xhibit "C" of saxhibit "1LLO", the salvage value is used 
im the latter case and not in the former’ 

That is the difference. 

So that the figure of 41.99 which you are giving now 

to the Commission does not take into consideration 
salvage value. 

feat Le (Correct.. 


five COs! ESobOMan LIPSarr: It is not really comparable 


then? 


tee MOL ATT | It is not comparable to 


that extent. 


That does make e difference does it. not? 
Yes sir. 
THe CHATREAT: And is that difference 


ascertainable. 


Wee? COMMPSSICli LIPSETT: THis Ux also’ takes 
in the working capital’ 


to, there is no working capital. The working capital is 


See, ét “ye RE oon at ae. 
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not amortized. It is one of the fixed assets. 

Thav is" included in Bxhibit "Ay aud vtec deals Wwita 
this wxhibit- "Cc" of axhinig aie 

Yes sir, the working ¢apital is in both these. 

In both? 

Yes sir, at the same amount. 

So the only difference in principle is the salvage? 
That is correct. 

And can you without much trouble give us an exactly 
comparable figure based on your date? 

Taking the salvage value. 

MRaiQ)AT: “Well a comparable figure 
could be obtained? 

Yes sir. A comparable figure with the figure in sxhibit 
WAM 

THE CHALRI-AN: Na 62. 8 0ONy 

te Var 100", yess 

Tas. ZOLA Ns Vhat else have you to 
say about the fluctuation in the rates of return, 
eye yO. OL LLON? 

There is nothing further to add. I would like to draw 
attention to that figure in the right hand column, 
weighted average number of years. capital employed, 
which is a ealculation besed on the wxhibit "109" 
which I discussed when I first came on this morning. 
That figure of 10.17 years cannot be taken just as 

it stends. I did say at thet time I would have a 
calculation made up deeling with the direct assets 
only on account of the obligation of bringing in 

the indirect assets. I would like to turn to that 
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TH& CHAIRMAN: Very well. 
DOCUMENT TNT QUBDSTIOF IS Nov 
MARKED SAHIBIT "115". 
Mm. NOLAN: This is an explanation 


of the former exhibit "109"? 

That is right. 

I think you have explained it now, You have taken the 
direct assets and you have arrived at a percentage of 
utility assets? 

That, is correct. 

And instead of the old figure of 14.171 years, you have 
a new figure of 14.8375 years, which is the weighted 
average number of years during which the investment 
and indirect assets is employed? 

Yes, indirect assets, yes sir. 

On your basis of 3lst December 19467 

Yes sir. 


It requires no further explanation. 
(At this stage the Hearing was adjourned unt:1 2 P.M.) 
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(EXAMINATION OF ik. TAYLOR CONTINUMD BY MR. NOLAN) 

Q ir. Taylor, I wonder if just to begin with--— 
I would like to go back to the ixhibit which I call the 
"114" Exhibit, I think it should clear first the sug 
gestion you made that some calculation should be made as 
to how the indirect assets, that is the utilities ana 
the proportion which is considered as vested against the 
pipeline department might be considered in the fixture 


of the current cash account which is shown in Exhibit 


"114". 
Q THis CHATRIMAN: Yes. 
A That is the one with all the red figures in it. 


HOw are referring to tehidsit. "LLOY Rig st? 


¢ 
© 


A No, "11a". and coupled with Exhibit. "LOO", 1. would, dike you 
to have "109" before you- 3 

Q Mk. NOLAN: That is the one with the percentage 
of assets on it; now lir. Taylor. 

A Qn Exhibit "109" the first column of figures shows the 
percentage of utility assets, she additions year by year to 
the utility assets at the percentages in respect of which 
they are considered in your statement from 1931 to 1938 as 
being applicable to the pipeline department, that is to 
say, we take the total additions of these utility assets 
and we take the overhead percent and then for the five years 
prepared by the cumpany, which is operative 10%, which is 
approximately the percentage of the inécirect expenses which 
are applied, the first four or five years of my presentation, 
so that we have here a total from 1925 to 1938 an amount of 
§:121,024.57, which represents wh:.t is considered in our 
capital figure of being the proportion of the total utility 


assets and those are the additions, the same proportion of 
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the additions for the whole period back to 1925, so that 
that amount of 121 thousand dollars is related by per- 
centages to the proportion that we consider is the pro- 
portion of the investment which belongs to the pipeline 
department. One might say the degree in which the pLve- 
line department uses those utilities. 
THE CHAIRMAN: Yes, so that turning to Exhibit 
waa? 
Yes. 
You would add to the figures $1,465,150.56, the figure 

Bel 024.57 on Exhibit! "109"? 
That is not quite correct, sir, because the percentage in 
which you use. the utilitiestflusctuates from year to yuar, 
Perhaps I might put it this way, sir, that this is, this 
121 thousand is the amount which the pipeline department 
Should have provided out of its amortization and by way 7 
of amortization of these assets, this proportionate amount 
of the total. 

Well now what I was trying to ges at at one stage was that 
they end up in 1938 with a certain amount of direct assets 
and a certain amount of cash in the bank? 
Yese 
I gathered that you might add to that a certain amount? 
Yese 
For indirect assets? 
Yes. 

Which they own? 
Vea 1 e- 


And what is that amount? 


Well that amount is the amount of $121,024.57 at which we 


are looking, if we take, if you look down the column, cash 
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Je We Taylor - 2863 = 

0-3 

3 
invested in direct assets and then if we add, Mr. Chair~ 
man, add to that amount a corresponding amount in the 
same year, take in 1925, the addition would be $8,019.93, 
1926 wo.would add $889.63 to the $10,769.62, and going 
along down the line, aw wOdUeDERaYS {1 ,465,150.56, plus 
$121,024.57, as representing the cash invested in direct 
and indirect assets over this period. 

Q MAJOR LIPSHTT: As against that, Mr. Taylor, as 
the Chairman points out would you not have an interest 
amounting to §121,024.57 invested in the indirect assets 
as your fair proportion? 

A Yes, you have, and that is taken cognigante of in the net 
investment account, in that in egch year there 

the direct investment, investment in direot assets, a per- 
centage for the utility assets which you use and that is 
tne overhead rate. 

Q Yes, but that means, does it not, that you had paid that 
much money in those particular years for indirect assets? 

A That is that there were certain additions made to the 
direct assets by the company, the direst assets cfa 
whole, and we take those additions and applying our per- 
centage we use in our capital ‘and we gat these figures 
that total $102,000. 

Q 121 thousand dollars you mean? 

121 thousand, this 121 thousand dollars. 
Q Yes, and that is the toney which you have paid out from 


the pipeline aenartment for indirect assets in your account- 


ing? 
A Monies thet we should have paid out. 
wRe NOLAN: | > ‘Pret tet 1. 


That we should have paid out to enable the company to meet 
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4 
their additions, meet their proportion of the additions. 

Q MAJOR LIPSETT: And you have charged that amount 
in this account each year as against profit? 

A That is right, yes, our amortization in the cash statement 
includes a provision for amortization on the indirect ase 
sets. 

Q On the indirest assets? 


That is true. 

Q So if you get credit for this 121 thousand dollars as money 
you have invested, you have acquired in lieu of that, that 
percentage interest in the indirest assets of the company, 
have you not? 

A Well that is taken care of I think by adding to the one 
million four hundred and sixty-five thousand, the total 
direct assets, the $121,024.57. 

Q Giving you this figure of $1,586,175.13 which you show in 

peng LOO’? 

A Giving which, I do not follow that, 

Q The total of that 121 thousand and the 1 million four hundred 

and sixty five thousand? 

Yese 


Gives you this figure shown on Exhibit "109" as §1,586,175.13. 


That is correct, sir- 


© & f£ & 


Then that is represented, is it not, in property value, first 
of all by your direct assets and secondly by your equity? 

A By the proportion. | 

Q In the utility? 

A Yes, that is right. 


Q If you take in the money must you not add on to the value of 


your property the percentxge of these? 


A Yes, that is correct and do automatically get that result if 
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we were to take this cash iAvesinant ian direct assets and 
add on these amounts year by year. Of course we would ar 
rive at the sasie place. - ile would arrive at §1,586,175.13. 

Q What the Chairman was putting to you and what I was also 
trying to put to you was, would the total assets then to- 
day be the figure which you have given in Exhibit "114" 
plus this equity in the indirect assets? 

A That is correct, sir. 

Q Increasing the actual value that much? 


A Yese Now perhaps if we follow that out and go to the 
attachment to 114, sir, I think we can cover:this point. 
Now this memorandum attached to 114 shows the provision 
for amortization of the indirect assets which are charged 
against the profits which we show on 114, this $75,453.55 
which we have charged against our profits in 114. Now 
if we take our $121,024.57 which we should have supplied 
to meet our proportion of the additions which were being 
made to the utility assets we would have required $121,024.57. 
We actually did supply this $75,455.55, so we handed over 
an amount which was short $45,571.02 of the amount which we 
should have handed over to enable them to met our fropor- 
tior of the additions which they were making year by vear 


from 1925 to 1938. 


& THE CHAIRMAN: Yes, so that your assets direct and 
indirect? 

A Yes. 

Q As. shown on Exhibits "109" and "114"? 

v) Yes. 

Q Are the direct assets of the company less the 45 thousand dollars 


odd which the pipeline cepartment did not put up? 


A Yes, or if we taxe the balamoe of $410,489.08. 


Je we Taylor 
+~ 2866 - 
Yes. 
Then from that we deduct 445,571.02 which we were short, 
if we look at it that way, and we have a balance of 
¢564,918.06 in our indirect assets amortization reserve. 

Q MAJOR LIPSETT: Then to that figure you would 
have to add the whole 121 thousand, would you not, dbe- 
cause if you paid this 40 thousand out of your cash bal- 
ance, you would then be entitled to an equity in the in- 
direct assets of 121 thousand? 

A Yes, there would be an addition of 121 thousand to the 
one million four hundred and sixty five. 

Q You get the same result in effect, Mr- Taylor, would you 
not, if you just added this ¢75,454 to the figures which 
you have given on. the first page of 114? 

A To the 410, correct. 

Q Yes, or to the one million four hundred and sixty five 
thousand? 

A Yes, if you add the 121 thousand to the fm million four 
hundred and sixty five. 

Q THS CHAIRMAN: And subtract the 45 odd from the 
410? 

A Subtract the 45 from the 410, and then we get 36¢ thousand 
dollars odd, which is short of our indirect assets amortiza-~ 
tion reserve, in other words, all of our balance, all of 
our remaining balance would be spoken for hy the amortization 
reserves » | 

Q In the results you take, taking into account the indirect as~ 
sets, you add about 705 thousand collars to your total cash 
position today, somewhere around there? 

A Yes, including vash nd .ssets> 
Yes. 


Yes; 
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Re NOLAN: then, sir. Taylor, if you look at 
Exhibit A of Gommission Exhibit "100", I observe under 


date of September 30th, 1938? 


The vortion of investment in utilities assets and service 
units a-slicable on a direct operating. labour basis is the 
figure of $324,252.85? 

Yes, sir. 

and the figure that you have just been discusSing..... 

THE CHAIRi aN: Wheres are (YOu, i. rod ane 

WR. SCLAN: Exhibit A Of) at Ga Oe) 

It is, perhans, unfortunate we called these "ixhibits" 

but you know whst I mean. « 

Poca bajty Ay oty Labi bd te LOO? 

THE CHalRMiN : Ves. 

MR. NOLAN: If you. look under date September 
40th, 1938, I find that we set out proportion of invest- 
ment in utility assets and service units, $524,250.85. 
The figure you have jast been discussing was $121,024.57? 
That is right. | 

But I do not quite see how those two figures are 
reconciled? Which figure is right? 

ni oh figure? The figure in ixhibit A as of September 30th, 
1938 is arrived at ocr the basis of indirect costs. 
Yo. mean it is srrived at, using a percentage? 

ising a mer centacre:. 

Of indirect costs? 

Yes, and some percentage of the total utility assets. 
and the percentage is 28.8996, as a matter of fact? 
Thad. vos correct. 

And that is what gives you the figure of $324,252.85? 


That is correct. 
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ee SLAY LOL , 

& J understand that. Have you anything more you want to 
say about that? 

Q TH. CHAIRMAN : Which is the accurate statement, 
would you say you approach it in two different ways. 
They must have had a meaning when it was out in as 
proportion of the investment in utility assets.... 

Q MR. NOLAN: if you look at Exehupi 7 MLOg" Mar. 
Taylor, you see the total of your percentage of utility 
assets is $121,024.57? 

A Yes, ‘sir. 

Q That is worked out on varying ~rercentages during the 
years between L925 and- 1938? 

A eer iOon Lec ti. 

Q) Then why does it apoear in #xhibit A of Exhibit “100" 


that the proportion of investment in utility assets is 


$324,252.00? 

A Because the percentage in that period is higher than the 
average. 

Ce Because of the difference in the percentage used in that 


period and the percentage used in the period, the other 


period, which is 28.8996? 


A That is correct. 

Q And the percentages used in the periods set out in 
Sxhibit 7109" are in varying amounts, as we have seen? 

A Yes 


15% in 1937, 14% in 1936, 10% in 1955, 10% in 1934, 9% 
in 193%, 11% in 1932 and 10% in 1931. That would be an 
average of about 10%? 

A Roughly. 

s) Roughly? 10%? 
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And by using the 28% we get a figure of $324,252.85? 

That LS correct. 

Now, I want vou to look, if you will, please, again for 
One Moment at. =vyhibit 'C of Exhibit) "10"? 

Chore seae bi ten Lio 

Would you please look at the year .LOS7,0 Justito sce if 

we can make that fluctuation a little more clear. 

MR. COMMISSICUN..R LIPSETT: The total of September, 1938, 
tie Tr gure on Sxhibit A of Bxhibit "100", and in Hxhibit 
"lOO", Mr.’ Taylor,-praetically corresponds.) Thiespotal of 
direct and indirect’ in}Exhibit.a of "loess el Solsie7eice « 
YOSa 

Ana. ne total in your Exhibit "109" is, $l,586,175 037 
That would be the figure we add $121,000.00, yes. 

So apnarently when you get out the detailed statement, 
the actual direct assets were greater and the ner centage 
or amount in the indirect assets was less, but the total 
is approximately the same? 

Yes, that will be so. 

MR. FRAWLEY: On the same date? 

wR. COMMISSILNGR LirSsalT: Yes. 

at September 50th, 1958. 

Yeso"ThTS Behrpit "LOOM, is 1% meade up Vorseptenver. (29587 
There is a factor there, sir, which makes it not quite 
comparable. In this figure in direct assets September 
Oth, 1938, of 91,227,520.41, if you look at the bottom, 
what we call the reconciliation, of Exhibit "114". We 
Bae tHe Tle eBPy oe isin s : 

Pax bip Le, tet Gaby 

Yes, sir, "114". The figure is $1,227,320.41, and that 


is the figure that is used for the purpose of the capital, 
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Q 


and as we note, it is the capital at the beginning of the 
year plus half the additions for the year. Now, in the 
reconciliation in order to get at the position at the 

end of the year - not to the end of the year but 

September 30th, we add back half the additions, and we 
arrive at the figure of $1,465,150.56, which cdrresponds 
with the figure above as the total cash investment in 
direct assets up to September 30th, 1938. i think that 

is the figure that is putting us out of alignment. 

In, answer to Mr. Nolan's question, is it your opinion then 
that the figure of $324,252.00 shown as utilities in 
Exhibit A of "100", or the figure of $121,024.00 shown 

in Exhibit "109", which of those do you say is the 
correct figure? 

In the 121,000.00 figure we take an average over all the 
period beginning 1925, whereas at September 50th, 1938, 

it is the figure arrived ‘at. as all of the specie ee 
Based: just on the one year? | 

Based just on the one year. 

And the other is correct over the whole period? 

Yes. 

MR. NOLAN: would you mind looking at sxhibit 
CGuor Exbibat, (110%, fon armomnent, (please; ) Have wou 

“i before. your 

eis. 

If you have Exhibit C of —xhibit "110" before you would 
you be good enough to losk at the year 1937. Now, 

looking at the column Year 19377 

tes, sir. 
I draw your attention to the diminishing rate of return 


during that year on the different amortization bases. 
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Now, ii. Taylor, try and explain the reason for the 
peculiar fluctuations, looking at it from the five year 
point? 

Ves: Sik. 

I see that there is a net Koarunaaiene there in round 
figures of $663,000.00? | 

Yes, sir. Thats true. 

Now, that is approximately $260,000.00 lower than it is 
for the thirty year period? 

That is correct. 

Which shovs at $927,000.00? 

Les.) Sir. 

Ang that, as I work it out, isue datterence, of spout 
40%? 

Roughly 40%. 

In the net investment figure? 

In the net investment figure. That is a reduction in the 
net investment figure. | 

Now, looking at the earning position? 

Yes. 

I find that the earnings or ee in..1937. fromthe five 
year period is $286,000.00? 

ines Lsiscorrech, 

And that in the thirty year period it is $326,000.00, 

a difference of %40,000,007 

tos. 

Which is approximately a difference of 14%? 

That is correct. 

So that while your profits have varied by 14% your net 
investment has varied by 40%? 

That is correct. One up. and the other down. The profits 


up and the investment downwards. 
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uA 
No, that is not right, Mr. Taylor. Our investment has 


gone up from $660,000.00 to $927,000.00? 
Yes, sir, that is correct. They both go up but in 
dirrerent: watiioe 

They go up in different ratios of apsroximately 14% ta 
40%? 

Yes, chet. is correct. 

And that is what brings the diminishing rate of return 
in the various periods set out? 

Yes, sir, that is the factor which works. 

I hope that my feeble efforts have made it a little clearer. 
Perhaps, I may give a little evidence for a moment. What 

I was trying to show was that between the five year period 
and the thirty year period in the year 1937 we find that 
our net investment goes up from $663,000.00 to $927,000.00, 
which is an irerease of about 40%. In that dentenyanilied 
the vrofits go up from ap roximately $286,000.00 to 
$326,000.00, which is a difference of 14%, and it is by 
reason of the different percentages.... no, put it another 
way, it is because the net investment has increased by 

40% and the earnings have only increased at 14%, whi ch 
brings about the diminishing rate of return. Is that so? 
Yes, a diminishing rate the longer period you go. 

But as between the five and the thirty years? 

As between the five and the thirty years, yes. 

TH. CHATRIMAN : In terms of the ‘kind. of rate 

we will ultimately have to think about, would you expect 
to get a higher rate from the Utility Board, say, a 

higher rate fixed if the life of the field was fifteen 
years than if it was five years - to be concrete? 


If it. were five years you would want a larger rate, 
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because you would have to amortize over five years. 

Yes? | 

Than if you were amortizing over fifteen years. 

So that the loncer term that is determined as the useful 
life of your investment the less your rate? 

Tre Less your rate < 

Pie |e bawad: That is something I never realized 
berore:. 

Which is quite the contrary to what the figures show, 
which is an odd thing. 


Now, My. Taylor,’ you were going to discuss at that point 


your calculations in the Exhibit we put in es ixchibise "110" 


and contained in 2khibit) D> of thav "Lior; 

aabipitke DOL 'LLO™. Yes: 

what is that? 

It is a statement of the net profit and costs Hee barrel 
on various amortization bases to 90% for periods from 
five years to fifteen years, and to 95% for periods from 
twenty years to thirty years. and we have the figures 
for each of the seven years ending: in.1l9S7 and fow the 
nine months ending September 30th, 1938. 

Yes? 

The cost per barrel includes the direet and indirect 
costs per barrel as shown by the C ixhibits to Commission 
Exhibit "LOO", that 28 my report, 

Yes? 

And nlus an amortization charge based on a five, ten, 
fifteen and so on years, 

Yes? 

And with salvage valuations of 10% and 5% as noted on the 


heading of the statement. 


Yes? 


inthe iN semiey. itaet te ie 
es, aye ees 


Re Pas ae ‘hon even ‘et eae 


‘: e 5 fi fey, ee eee at Mere ta tel 
Tie Coke 3 eae 25 > || a ; ry 
Bre) BO ee) i 
yee ah Sith mies Peehinae fos 
f Ca eae ped 


yoo 


| myitn yl (odd 


Ane? ; 


ued Tat 


‘girth, gta eebptent Hires, Yeq te 
Bn od t asa 
POH Ot atin Lami 2 ni ve saad E 6 Lead ae 


Lae 


Re ie cet oi! hil 


- 


thee pier! Maat 


+a ee 
i oy 


bari 


Sat 


& 


Poe Os be 3 


> 


ut 


Taylor, cli 
The Income Tax per barrel which is included in ‘this state-— 
ment, and which is referred to in the memorandum that we 
place, in front of the statencnt. 
Yes? 

Is the Income Tax on the profit actually made in those 
years and that there should be substituted therefor an 
Income Tax per barrel which will emerge from such rate as 
may be set. Now, these figures are all in pe: barrel. 
Suppose we take the first five years from January 1, 1939. 
I do mt know whether it is necessary for me to read over 
the figures? 
NO, it won't be necessary. I can help you with that. 
The cost ber barrel is 9.11 and the Income Tax 2.37 - 
@ total ofi111.48, leaving’, a, profit ofso.ce¢s 

That is the average over the seven years and nine months. 
That figure of 9.28¢ on the ten year basis becomes 10.10¢7 
Vest) S7in 

4nd becomes 10.5a¢ on the fifteen year basis ? 
Yes. 

10.74¢ on twenty years, 10.94¢ on twenty-five years, and 
11.08¢ on thirty years? 

Cents per barrel. 

On-a thirty year basis?’ 

11.08¢ per barrel on a thirty year basis. A statement of 
the varying rates of return is now being worked out, which 
I will file supplementary to this. 
Now, I think that coneludes all thrt you and I have 
discussed. ‘was there another poodnt? 

There is nothing more. 


Thank you, ir. Taylor. 
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TEAANTNATION OF TH. SAME WITNESS BY IR. FRAWLEY: ) 

Mr. Taylor, you had to depart from the books yourself, 
hadn't you? You departed from what the books had done 
With depreciation? 

ihe vis correct, yes. 

You departed from whst the books had done in respect to 
allocation of expenses? 

There had been no allocation of expenses to the pipeline 
department. There had been in an approximate vay, there 
had been certain allocations mace, and 1 understand, I 
was not in Calgary at the time, but I understand that 
there were certain allocations on the books and those 
were discussed between the representatives of our Calgary 
effice.and Mr. Morrison, and the: Company, I think, and 
it was agreed that those allocations would be ignored. 
Would be what? 

would be ignored, 

Ignored, yes? 

The allocations that had been made by the company as not 
being studied allocations. 

So thet bath of you = but I am speaking of you for the 
moment - you were compelled in your own good judgment to 
depart from what the books of the company showed with 
respect to the allocation of expenses’ 

With respect to those allocations, yes. 

So that you did find and you have found during the course 
of the inquiry that it is quite a senarate thing to 
present a case to the Commission ga distinguished from 
the mancer in which this company kept its books for its 
own ourposes? 


I did not catch that. 
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W. Taylor, -2876- 
I say you now appreciate Wh ts quivers ctererent matter 
to break qown these costs, and set them up in » fashior 
suitable for the purposes of this Commission, as 
distinguished fran the manner’ in which the company kept 
its books? 
Yes, I think it is proper to use judgement as to whether 
they had been properly set up or not, and as to whether 
the company's allocation gave the proper results for 
Purposes such asc this. 
You did not think they had and you had to do it yourself 
for the purposes of this Commission? 
rab 1s -correct. 
And really, your object has been, your aim has been, as 
I understand, and so has been ifr. Morrison's, to segregate 
and separate out the pipeline division from the rest of 
the company? 
That has been the idea. 
and.to endeavour to place upon the pipeline company its 


fair share of the expenses of this business, both indirect 
and direet, just. no more nor no less than that division 
should bear? 

nats eS COrvect. 

For that reason I Want to discuss with you what the 
effect is of the allocation which you have adopted. 

I am concerned not so mv h with what the books said about 
it, perhaps, but what the fact was. I think you said 
yesterday, and the fact apparently is, you will probably 
agree with me at once, that when the absorption elant is 
being built one of the first things that happens is that 
a fuel gas line is run out to that Absorption Plant for 


construction purposes? 
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I do not know what the mechanical operation is. J would 
not be able to speak as to that. 
and supposing a water line too is run out? 
Probably. 
TS take part in that construction? 
Possibly. 
The Forge and iechine Shop is immediately made avai lable 
pretty generally to the construction of that Absorption 
Plant? 
I would take the word of operating men that that would be 
so. I would not know es an accountant. I would not know 
that. 
But you would suppose it was? 
That the Forge and Machine Shop..... 
I take it fram your evidence a day or so ago in connection 
With the drilling of wells, that the Forge and Machine 
Shop becomes a pretty important service unit? 
That is'so, yes. 
I neturally »ant to take some things that, perhaps, you 
and I might, without much guessing, agree would be needed 
in those construction departments? 
Yes. 
ind dealing again with the fact cnly and not with the 
bookkeeping, but if the fact is, therefore, that during 
sonstruction the service units are in fact used in the 
construction department? 
Service Units as opposed to utilities? When you say 
service units do you mean the department that have the 
charges cleared and charged to the job, as it were? 
No, I am not trying to think of it in departments. I am 


trying to get it down pretty concretely to what actually 
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han-ens in fact. I say the Forge and Machine BCD, 


Which we call a service unit ora utility, I do mt know 


Which, 

a, Se 

q But that, in fact, goes into operation for the assistance 
or the, Absorption Plant? 

A Mes, Sir, 
Being huilt, and the wells baing drilled? 

A Aces it, 


Q if that is @ fact why should not the Absorption Plant 
Department, or whatever that department is, and the 
Drilling-rert Wells Department, bear in fact a portion, 
pe At ereat or small, of that -utility end service minis 
expense? 

A any jobs done for Drilling of Wells by the Forge and 
Machine Shop is charged directly to Drilling of wells. 
if there are any charges to capital construction of the 

| absorption Plant, as you suggest, the charge goes out and 
it is charged.....whether it is capital or operating, 
the Forge and Machine Shop sends its charge and it is 
reflected on the books. 

Q Now, we see from Exhibit "106", your Exhibit "106", 
there is an item of ‘92,675.55, which 1 think you eaid 
was left over from the Porge and Machine Shop. first of 
ail, what does that mean exactly? 

A What is the amount, sir? 

ere, 685 .po. |! What is /thet tipote 

A That is thé resulting balance, after all the work has been 
charged. In other words, that is not a reflection of the 
total transactions that went through that account. ve had 


charges for w ges and for materials. 
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Yes, all right. I think I understand that. But what 
happens t% that? 


Into the Forge and Machine Shop go the wages of the 


Forge and Machine Shop and raw materials they use and 


bart of the overhead. This balance is not representative 
of the total cl urges that go through that account. 
No, this is a resulting figure? 


This is a resulting figure. Now, I will 


side of the picture, the credits that go to that accaint. 
Credits for work done for drilling wells; work done for 
capital work on Absorption vlant and any capital work at 


@ll, and any operating work. it all goes through that 


account and rests under capital assets or against oper ting, 


as the case may be. ‘That is Forge and Machine Shop. 

Now, wht happens to the $2,675.53. where do you put that? 
that goes into indirect: costs. You might. call it the 
profit that was made by the Forge and Ma chine Shop, because 
it charged out more than what it actually spent. 

Can we say then that the Drilling of Wells Department 

was in a sense overcharged? 

Oh, to a very small amount. I should imagine....well, 

I do not know the figures that went through there. 

Take any small percentage then that is fair, you say 

they “ere overcharged? 

Overcharged, yes. 

And why should not they get credit then? 

We might break up that $2,500.00. . Supyosing there 

was $100,000.06 went through on both sides of the account, 
we would have about 8% to credit back to Wells Drilled. 

2% of this, a proportion of this. 

Then you are saying now that some smalk proportion of this 


surplus figure should be credited back to the Drilling of 
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° of Wells Department? 
A In order to put the operations of the Forge and Machine 
Shop on a cost basis, yes. 
Q Then the same thing applies, docs it, to all of the items 
there, Trucks and Tractors, $2,551.32? 
VES. iI 
and Ditching Machine Expense, $1,674.00? 


Vesus sar. 


Qo > © F&F 


Ana wis same thing with respect to all these items that 


appear in black? 


A Yes. 


Q The Used ifeterial Warehouse? 
A No, there is a difference so far as the figures that are 


in black are concerned. Take the Water System. 

Q, Yes, tell us about that? 

A The uater System evidently made a loss and by the same 
token as we Would credit back some profits so we wold 


charge the loss, in order to put us on a cost basis. 


Yes, the same thing? 

A Yes. 

Q Then, if I understand the manner in which you have set up 
your account though, Mr. Taylor, you do not allocate to 
what you call the Non-Revenue Producing -Departments the 
department that builds the Absorption Plants and the 
department that drills wells, any portion of the indirect 
costs or any portion for administration expenses. 
Utilities and Service Units Expense? 

A As I have explained, there has already been a charge 

come Peon ue Forge and Machine Shop and so on, and that 

rests in the books. 


Q As I understand, “ir. Taylor, that is a direct charge? 
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That goes in as & direet charge. 

But then there are a lot of indirect, 45 vou have listed 
them on axhibit "106" for us, you have broken this down 
for us, as ve gsked the other evening? 

VO s3 

Dewi ‘deal with sx bit VlO7' ino es minute. ) Bugwaee mime 
With Exhibit "106", these are the indirect costs which 
appear in your Bxhibit "100" in C8, as 1 understand? 
That is correct. 

C8? 

Yes. 

Which you went over at great length the other day, and 
very ftully, that is for the period ended, the SOth of 
September, 1938, and we find a figure of $152,560.05? 
That is right. 

And you told us when you were going over Exhibit C8, under 
your system of allocation as distinguished fran Mr. 
Morrison's), tne Dritling oe Wells Department - taking 
that as typical - had allocated agiinst it no sortion of 
the indirect exnenses of all the utilities and service 
units expenses and no »nortion of the administration 
expenses? 

Yes. 

and, (as. 2 understand it, that was the cardinal difference 
between your system of allocation and wir. Morrisonts, 
ties tient, 261s a te 

That is correct, sir. 

Then L would call your attention to what the fact is with 


respect to the use of those service units and utility 


units, the actuzl fact of their being used by the Drilling 
of Wells Department. Now, you say @ certain proportion of 


it should, under the existing facts, be allocated to that 
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Drilling of Wells Department? 
A No, 1 Would not say sO, (six. 
You would not say so? 


A Not in my estimate. 


(P.ge 2883 follows.) 


Je We Taylor 
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Gg Well, then, what is the distinction between that, I just 
want to unde: stand, why do you say "Not" when a moment 
ago you siid a small portion of it should go back? 

A Sell, thet is to ~ut them on a cost basis. I think when 
one averaged up the periods which would go back and the 
Bredits which would go back, that there would not be very 
much in it either way. 

Q Then the distinction is, you say it would apvear as if 
some small portion should go back on one side of the 
ledger and then some more on the other side of the ledger, 
end ait alin evens: up? 

A Le believe that might be the > actical result, easily. 
Trying to do as well as we can to allocate those costs 
to the existing facts then I suggest to you the effort, 
and the system which does allocate to the Drilling of 
Wells Department a portion of the service units and the 
utility units which are in fact used, would commend 
itself as being a more exact way of dealing with those 
costs? 

A well, I would like to distinguish between those, I would 
like to distinguish between those service departments 
which are msde a subject of job orders, you might say, 
or which period it oecurred, as the work is done, and 
these which I call the utility assets, where we have a 
total expense which sits there, the expenses for the 
nine months sits there and is not allocated at all because 
in the case of those that do charge or do job orders, 


presumably the proper charges aS between capital and 


operating, have been given effect to. 
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Yes. Well, my attention is called to the fact that 


there is a balance left over? 


Oh, there is a balance left over. 

That has to be dealt with? 

Which, if you are going to put these machine shops and so 
on, on a cost basis, to be strictly accurate one should 
analyze all the jobs which went through there and divide 
them between capital and operating and in order to put 
the operation on a cost basis should take some credit 
back. 

and then there would be no distinction then meade between 
capital departments and operating departments under that? 
Oh, there would be a distinction, the capital departmem 
would get back its pro rata. 

It would get its portion? 

Ves. 

Now, -that is being very frank and_very fair, My. Taylor. 
Now, in effect what you are saying is that there is a 
reason then for allowmting to the capital departments, 

s you call them, the Drilling of Wells Department, a 
portion, - in whatever bookkeeping Way you do itwas quive 
beyond me, but it would be fair to allocate to the Drilling 
of ilells Department, keeping to that, some portion of the 
utility expenses, the general utility expenses incurred 
by the company and the general service unit expenses? 

No, we were talking of the distributing pack of the 
profits. This, taking..... 
Or losses? 


Take the Foree Machine Shop with its profit of $2675.53..... 


Yes? 


I would agree with you that one, perhaps, should analyze al} 
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the charges which “-nt through that account, disecver 
what proportion wes charged to canital and wht proportion 
to Operating. 

Yes? | 

Sug.osing the proportion is 90-50, well e?pitzl and 
operating should each get credit in this case of 31387.74. 
Yes, well really then, that is still another basis from 
the one which you have included in your submission? 

Well, that refinement may be carried out. 

Well, it may be small in degree, but it is essentially 
still a different method of allocation than the one you 
have actually used? 

it is not, I would not give it such an important name 

as'a difference of allocation... ....« 

A variation of tlhe one you have used? 

It would be a variation. het me put it this way, 1 
presume that these charges are set up so as to just clear 
the expenses of these departments. I knoW in any other 
concern that is whet ha:pens, they aim to clear the costs, 
and you may have good results and end up with a money 
profit, as is the case here, and one might go to a refine- 
ment, although in my experience it is mt done, a refinement 
of going back all. over the transactions for the year in 
order to put back where it belongs the Moccoule of prorit 
which might be left, or lost. 

Mr. Taylor, Iput it to“you again-as i” ptt Tt. in the 
beginning, all I desire to do is to assist the Commission, 
on putting on the pipeline division all, no more than 

but all of the share of the total expenses of the Royalite 
Oil Gompany in its service units and its utilities that 


that pipeline division should bear, and I gathered from the 
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4, 
beginning with respe-t to these indirect operating costs, 
that is the residual balance in the service units, and the 
actual expense with respect to the utility units, that no 
proportion of those expenses had been allocated to the 
Dritling of Wells Department, and I inferred from that, 
that none having been allocated to the Drilling Department, 
that more falls on my department, the pipeline department, 
that is ja reasonable inference,’ is it) aot? 

A No, Answering that question, Mr. Frawley, I must go to my 
reason, the reason that I think there should not be a pro 
ratio labour basis distribution of capital charges. The 
reason which I have already read into the record twice 
The pipeline department is, I would rather, let us take 
the operations of the Royalite Oil Company as a whole, 
there are certain minimum expenses in the way of indirect 
expenses and administrative expenses, annual fixed charges, 
one might say, that go on fram year to year, expenses that 
would have to be borne whether there are capital expenditures 
On) mot. Now, the company is in the busimess of producing 
Oilltand running the old: throweh-the, pipeline. Lt ais not 
in the business of making capital expenditures either, 
that is, it is not part of its business, and if one has 
an expense, take an administrative expense of $100,000.00 
a year, say, and $100,009.00 in the next vear, in one 
year we have no capital. additions. Sod. thei next year 
we have c-nitel additions to the extent of 50% of our 
payroll, those expenses would have been incurred in any 
case, fixed expenses, th>t you cannot get away from, 
administrative salaries, taxes, a minimum amount which 
must be spent in running these utilities in the interests 


of producing oil and transporting it, a certain minimum 
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5 
amount Which you are going tu have to spend whether you 
are having capital additions or not, and taking two years 
when those amounts ere exactly equal, one year you have a 
capital payroll of one-half your total payroll, under the 
system of distributing the capital expenditures you take 
one~half of those expenses and you capitalize them with 
the result that your profit is boosted in that year by 
50% of that amount. The next year you have no capital 
additions and your operating, your fixed expenses go 
back to normal and any profit and loss account of any con 
cern should reflect the two operating profits and I think 
they should not be fluctuated back and forth by the 
question of whether capital expenditures are being made 
or not. 

Q Now Mir. Taylor, I understand that and for my part I am 
quite willing that you should keep your books and set up 
your balance sheets in any way you like, I do not say I 
agree with the proposition of yours that there is a cer- 
tain minimum expense but passing from that for the moment, 
I am concerned with the facts of whether or not the 
boiler plant expenses for instance, any portion cf that 
G19,000 which you have for the nine months ended 30th 
September 1938, whether any portion of that »19,000 was 
incurred by reason of the fact that some of that boiler 
plant expenses was used to supply steam to run out to the 
wells, and I suggest to you that if that,of course it was 
as a matter of fact and that if it was then, and at the 
same time it was supplying energy for pumps for ir. Coultis' 
pumps, I may be doing all sorts of things, but speaking 
practically to that boiler plent, and what it was doing, I 
submit to you then, doing different things for different 


Je We. Taylor 


6 
bran chew of this company, tha. if at the same time we 
Souha imagine steam po going out from the boiler 
pla tit and we could iid p dine bhe line going out to the 

wells and another going out for Mr. Coultis! utilities, 
k suggest to you, the accountants should be able to 
work out some scheme, how you keep your books, how you 
dislike capitalizircg the utilities, putting that all 
to one side, I want to know why it cannot be calculated 
that some portion of that steam line going out to the 
drilling of wells should not be charged to the drilling 
of wells department, because my interest in it is that 
the more you charge there the less you will charge to my 
pipeline department and that seems to me fundamental, and 
why @o you disagree with that from the standpoint ef 
the accounting, why should not the accounting figure in 
with the facts? 

A I disagree with it on the basis of the study I made of the 
situation :.=2 to the fluctuation of those expenses in years 
when there were capital expenditures going on and when 
capital expenditures were not going one [I think I might 
yefer to the Exhibit if I mayr--- 

2. I understand all about the fluctuation, I will give you 
an opportunity of reading it invo the Record again if you 
like, but all I am concerned with, as I say egain, why your 
bookkeeping methods cannot accord with the facts and let 
the operation and all that sort of thing abide the remlts, 
if the fact is, ur. Taylor, that the service units and the 
utility units are ere used in the drilling of wells, now 
frankly I want you to make any explanation you can but at 
the ena find it almost impossible to understand why it 


gamnot be reflected in the books, especially when we are now 


Ju 
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7 
for the first time making uu.3e arbitrary divi dab be- 

Cause we are both agreed we want to put on the pipeline 
division no greater Paes of the expenses than it should 
properly bour? 

A well IJ would say as to that, mr main purpose is to arrive 

ata proper operating profit of the pipeline division. 

2 No not profit but operating costs first, thas’ is the first 
step, is it not? 

A Proper operating vosts? 

Q Let us kec, vo that and let the profit abide, the amount of 
profit I presume is arrived at by subtracting the expenses 
from the revenue, keep to that, tell me why it is impossible 
for you or why your view is when, in fact the drilling of wells 
department and the absorptictn plant department, actually in- 
cur g some of those expenses, then why, a8 iire Morrison has 
done, should not those srude departmens+s bear a portion of the 
expenses. There is nothing wrong, nothing illegal about it 
at all, it is just some accounting difficulty, you say? 

A Well it is the reason whish I have already given, it distorts 
the results from year to year. 

Q It is the fact though, I do not know why the fact, why you 
should care about any distribution if the distribution 
actually arises out af what the fact is, why should that con~ 
cern us. well now, let us pass to the question of adminis~ 


tration, I am equally bothered with knowing why the adminis- 


tration--- 
THE CHATRiAN: Would you like a recess, lire. Taylor? 
WITNESS: Yes, I would, my Lora. 


(A recess of five minutes wes here taken). 
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Mr. FRAWLEY: MY e Tayler, you will understand 

af course, and I want to make myself quite clear, that I 
am not suggesting tmt the manner in which the books of 
the company have been kept to-date should have been kept 

in any different fashion for the purpose of allocating or 
failing to allocate the indirect expenses to the non—- 
revenue producing department, you will understand that 

what IL am suggesting to you is, that for the purposes of 
this Commission in endeavouring to arrive at the total 
cost, but only the total cost, to be put against the pipe 
line division, that it would seem that there is some fault 
in any method, who msoever's mothod it is8 and whatever. you ball 
it, which method fails to apportion to the other depart- 
ments of the company their fair share of any expense which 
was in effect made, an expenditure actually incurred in these 
different dopartments, now that being the busis of my 
questioning of you, you understand that, that I am not con- 
cerned with the fashion in which the books were kept, now 
may I ask yo wk ther or not you suggert there is anything 
wrong from the accounting standpoint when utility companies 
add to their capital expenditures a proportion of thir ad- 
ministrative and indirect expenses which is, as an account- 
ant would probably say, capitalizing those expenditures, is 
there anything wrong with that, you know that that is a 
common practice? 

I believe that that is a practice and in that connection I 
would like to read to you am extract from a publication I 
have here called "Twenty-five Years of Accounting Khespon- 
sibility" by George Oliver May- I should explain that Mr. 
May is the chief of our firm in the United States, the 


Senior partner of our fira. 
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Q THE CHAIRMAN : I suppose you agree with the 
conclusion ‘hich 1s .uhere stated? | 

A Yes, and I would like to read that, if J may. 

G, FM a gly ota 0g 

A This is taken from evidence being given by Mr. May in the 
1954, in the Western Power Corporation vs. the 
Commissioner of Internal Revenue, determination of fair 
value in June, 1930, of a block of 1,825,000 shares of 
Pacific Ges & Electric Company, being approximately 32% 
of the outstanding stock, and in the course of Mr. May's 
testimony he used these words: 

"In the seco:d vlecet 
tT heve looked beck over the record end 1 cannot see where 
hire. May ever said "In the first place" but 'In the second 
Piece <ne saya: 
'The Public Utility accounting cilis for capitalizing 
large amounts of administrative expense which will be 
equally incurred, whether there are capital 
expenditures in progress or not; but the gvcneral 
rule in industrial accounting is to capitalize only 
such administrative expenses as would not have been 
incurred had the capital expenditure not been 
undertaken." 
T take it- from,that that fr. tay is criticizing the 
practice of the utilities in oapitalizing administrative 
expenses. 

Q, MR. FRAWLEY : He says it is mly the common 
practice in industricl undertakings in the industrial 
businesses, to make any such alloeation? 

A He savs industrial concerns but I think the s:me prinoiples 


avoly to this company. 


J. 


C\ 
Se 


&) 


iy 


a. Taylor. -2892- 


that is, perhaps, where we may have to take some slight 
issue with you, you u..orstand that there is in this 
Province a Statute which gives to the Boord of Public: 
Utility Commissioners the right to fix pipeline rates 
for pipeline companies or departmants of companies 
operating pipelines? 

Yes. 

That being so, I presume that for all practical purposes 
we have to regard this pipeline department as subject to 
the regulatory jurisdiction of the Public Utilities Board 
for rate-making purposes? 

Yes. 

That makes it for all practical purposes an utility, 
does it not? | 

Taking fpr granted your description of it, which I have no 
doubt is correct, I would say that that would be SO. 
Yes. *ell, now, then, I just want to question you with 
regard to this minimum which you speak about, you s2id, 
as I understand, that there was in your view a minimum 
investment in boiler plants, in all these utilities and 
service units, is that so? 

I didn't say investment. 

What was it, expense? 

Expense. 

Well, mow, the Royalite O11 Company, as we all know, is 
primarily in the business of producing crude oil for the 
Imperial Oil Company? 

That is, I would not say primarily, I think the pipeline 
operations of this company.....- 

THE CHAIR: AN: Does not your own report ssy that? 


Primarily, yes; in the pusiness of producing oil. 
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MR. FRALEY: Yes, that is right, that is what 
you say on page 1, the Royalite Oil Company is primarily 
a producing company. Of course, that is ob:viously so 
and nobody Would take exception with that. This organiza. 
tion as an integrated company, whether they cal] their 
subsidiaries by separate nemes or not, they are in the 
business of producing under the nme of the Royalite? 
Ves. | 
Manufacturing under the name of Imperial and marketing 
under the name of Imperial Oil Limited? 

But I do think that the pipeline operation has become 
more of & factor.since there are a number of, a larger 
proportion of the other operators producing o11, ali of 


Which has to be handled, by the pipeline. 


The pipeline, has become a veny nice, operation, itis true, 


but they are there primarily to transport their own oil 
Onyrather: imperial’ s ofl, it 1s" just a servicer 

In the beginning that was so, but I think the proportions 
GhwOuner iO; Ls Droughiy Over the pipeline in the last 
two yeors,especially in the nine months ended September 
30th, 1938, there was a very much relatively smaller 
proportion of Royalite oil to the total. 


Well, we have, I think somebody gave us the percentage, 


) 
Mr. MeLeod or somebody, it was 70% Imperial, the B. 4. 
had the balance, and a small proportion to the Lion 
Company? 

T a€d not think thet is, my recollection isi that there Was 
a statement prepared showing the distribution of the 
pipelinge.....- 

Through-put? 


Na, the pipeline adjustment account as it referred to 
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Royalite and my recollection is thst the figures showed 
about 40% Royalite of. the total in 1937 and about 22% 
in 1938. Now, I may have taken a wrong inference from 
thet but that was the calculation Which I mode. I have 
the bart célage here ena is): 

Oh, you mean, just @ minute now, so that we will not be 
getting too far apart, you mean Royalite out of the 
Royalite welis? 

Yes. 

JH; yes, yes, but the oli sin Purner’ Valley is Doneht, 

as we know, by these two companies in the main, the 
Imperial and the B. A.? 

Oh, yes. 

I'have: a statement ‘downstairs which 1 intend to file.... 
I was talking of the rel=tionship between Royalite's 
Own. Ob and other--o11- 

Yes? 

from the: point of: view or the amportanes of tie ol) 
producing department versus the pipeline department, 

I thought that was a fact which, in my mind, worked into 
the situation. 

I see what you mean, the Royalite O11 Company, without 
getting too far apart, the Royalite Oil Company produces 
@ certain amount of oil under its own name, it buys a 

great deal more oil which it immediately sells to, 
instantaneously, perhaps, is the word, to the Imperial 
OL 1 Company? 

Yes. 

and that oil is then transvorted through the pipeline? 
Yes, 1 wes taking it from the operating point of view of 
production of oi1 by the Royalite against the pipeline 


operations by Royalite. 
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That is true Nr. Taylor. 

That is the comparison which I had in mind as putting in 
my mind the thought that, of the importance of the pipe- 
line versus the produc ing. 

Yes. well now let us just disbinguish that, I was draw- 
ing no distinction between the oil whioh the company pro-~ 
duced out of Royalite Wells and the oil which it bought 
because the Imperial Oil Limited Refinery requirements 
exceed, both here and in Regina. exceed that what they 
themselves are producing, so they are buying considerable 
One 

Yes, they are buying oil but it does not come into their 
own production picture. 

No, but if becomes their oil? 

That is the proposition. 

That is the distinction you were drawing? 

Yes. 

So we understand each other. so let me put it this way then, 
this company was originally then, whether, and you say in 
the main is still, but it wes naieinictiale a crude producing 
department solely, that is true, that is right, it started out? 
Yes, that is how it started out. 

At that time it had boiler plat expenses surely? 

It would have I imagine. 

And it had elestric plant expeéuses? 

Yes. | 

And it had engineering expenses? 


YeS« 


Now how were they handled in those days, those expenses? 


There was no allocation to ths pipeline for expenses. 


No- 
There was not at this time, during all this trouble of tryig 
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to arrive at, to set the cost of the pipeline department. 

Q I know, but in those days there was allocated to the 
drilling of wells department, which may have been the only 
department, but there was allocated tc tmt department all 
of the indirect expenses of the boiler plant ne the 

~electric light plant, and the engineering expenses and there 
was nothing awful about that from an accountirg standpoint. 

A I cannot see back in those days whether there was any other 
allocation made at all. 

Q If there were not then, then they must have been capitalizing, 

to use your expression, they must have been adding to the 

expenditures incurred in thedrilling of the wells, there was 
ne other way? 

Well the wells were drilling. 

Yes? 

“ny operations, any production operations. 

Any production operations? 


Yes, that would be so if there was any production. 


& + © & © b& 


That is true, then the thing you say they must not do now, 
because they have some other eee producing department, 
was done without any grect disturbance at all back in those 
days when presumeci.y they only had a drilling wells depart 
ment? 

A Drilling wells and doing nothing else. 

Q I do not want to pursue it any further, it seems to me there 
is nothing inherently wrong; lir. Tay Lor, about putting 
against the drilling of wells dspartment a portion of these 


indirect expenses, now J do not want to go over that forever 


and ever. 
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Now dealing with the question of administration 

and getting to the selaries of the Head Uffise people 
like Mr. John MeLeod and iir. T.8. Burns, using those 
just as typical? 

Yes. 

Let meput it to you again, let us first find out what. 
your system is. You say that no portion of .r. NelLeod's 
Salary of iir. T. Burns' salary should be, and you do 
not aiiocete, to the drilling of wells department or 
the building of £bsorption Plants' department, fOr the 
reasons you have stated? 

That is correct. if gee like to follow that uP, fix. 
Frawley, by giving- yOu: s this eee the result of ae 
distribution of the general and administrative expenses 
to the Pipe Line Department for the nine months erding 

September 1945, as shown on wxhibit @-8. I havejust 

worked out the calculation, and the calculation is 
that 270 of the totel of General and Administrative 
Expenses are charged egainst the Pipe Line Depsrtment, 
allocated on the basis used in our calculations and I 
Consider thatecccerceces 

Would you mind beginning egain, we are not following 
you precisely. ‘e perhaps did not hear what you 

said when you first started. 

We referred to Exhibit 0-8. 

Yes* 

‘ie see there first a portion of the General and 
Administretive expense allocated to the Pipe Line 
Department of 13.5849jo of 102,110.25. 

Yes? 


Which gives a figure of gid, 871.58. 
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Yes? 

Now there is a further allocation of General and 
Administrative uxpenses comes through, a second allo- 
cation, which is the second figure inthe little lot 
of figures block d around in red? 

Yes 

If we take the amount there of $47,953.53 and take 
say 29% of that - 28.8996 - then ve find we get an 
@mount almost equal to $15,871.58 which is charged 
above. ‘So that this 413,871.58 is 13.58%. Therefore 


twice of that amount is about 27%. In my 2stimation 


that is a fair pro-ration to the Pipe Line Department 


for that type of expense. And tlt percentage emerges 
from the basis we heave used in allocating general and 
administrative expense. 

Why do you say it is fair? 


I consider it fair, heaving regard to the operations 


of the Company a: a whole. I think the Pipe Line 


Department is at least a department which is about 
relative to say 25% of the total operetions of the 
Company. 

How. about 1937, Tir. Taylor? ‘vould you: mind doing 
that and seeing how that works out? 

If you don't mind I won't work out all these decimal 
points. 

Oh no* 

I make it roughly 25% of the total Just a minute. I 


must correct that. It is around 14». 
Yes, that is right? 
Ye Se 


So, Mr. Taylor, we hve a situation then in 1938 of 
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Taylor 

27%, an allocation of 27» of the Administration 
uxpenses to the Pipe Line Division, which is in your 
opinion fair, and in 1937 14% of the same expense is 
cae opinion fair? And so we go down the line. I 
do not knov what the rest of them would show. I 
merely suggest to you that if 27,0 is fair, perhaps 
14% is not and vice verse. ‘.ell now, Mr. Taylor.... 
THe CHATRIAM: Perhaps you might wait 
for the witness’ answer, what observetion has he to 
ma ke. 

iis FRAWLEYs Yes, quite? 

That is the vay the calculation works out, and I would 
say that my first statement that 27% would not be out 
of line to the pipe line department stands. There 
may be an under-allocation in 1937. | 

That is what your system has done in any event, Your 
system has worked out that this ailocation which is 
270 in 1938 4s 14% in 19377 

That is correct. 
And you say that, you just told me and you still say 
that-27%0 is fair? I -put- it: to you.) theve fore,’ it it 
difficult to understand why the 14% is fair in 1937. 
Have you any comment to make on that, tir. Taylor’ 

No sire That is how the calculation works out. 

The calculation speeks for itself did you say‘ 
That is how the celeulation works out. 
Thet is how the calculation works out. Yes, I see. 
Yell, that was the comment you made a moment ago and 
I take it you have no further comment to make. Hr. 
Teylor, will you come now to ixhibit "107" with me, 


which was a break-down of the »102,110.257 
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Yes ew 

I see in that that $20,438.35 was spent in that year 
by the whole Royalite Company in administrative officers' 
salary’ | 
That is so, yes. That is what the statement shows. 

Under the peer you Hide adoptees Moe taa ena mee 
indirect costs, of which this is one, no portion of thst 
40;0U0.00 wes allocated to the drilling of wells departme 
gust to keep to thet one? 

That is so. 

het me run down a few of them, and coming back perhaps 
and commenting on them. The next one that strikes my 
eye is that there ves spent under the head Legal and 
Audit Fees 515,183. 00% 

Yes sir, that is right. 

And no portion of that was allocated to the drilling 

of wells department?’ 

That is so. 

That is notwithstanding the fact that in the year 1938, 
for all you know, the Company may have had some very 
heavy litigation arising out of its well dmilling oper- 
ations, and paid and engaged a lot bf Meanotante a nd 
his; firm! s time: 

That is so. 

That does not matter to you? 

did not inquire into the make-up of the legal fees. 

It may be, and as far ‘as you =re concerned, keeping to 
the prineipte of FouP salle oa sees it may be that the 
whole of that ,15,0U00.00 was peid to ay friend's - 

not all of it because his firm does nee de the auditing, 


your firm does that, - but sup ose half of it went, 


at 
=v) 
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Tavior. Ber oir 


maybe we would find in breaking up that figure..... 

TH: CHAIRMAN: Surely more then half. 
Die Sb is Se OH yes, that is, not Teir 
atall. But say my friend's firm tock about 12,000.00 
or 915,000.00 of that, and if we fous#d in looking into 
it that my friend's firm spent the whole of that parti- 
cular year in the drilling of wells department, and say 
the pipe line department went along, ir. Coultis got 
along without the slightest legal assistance, that 
would not matter at all’ 

I believe if there was such a situation, that that 
allocation might be made on the Company's books. {[{- 

do not know as to that. 

But I understood that you ignored the allocation on 

the Company's books, as I understood it? 

I could not say whether if there was an expense incurred, 
a legal expense, in connection with the drilling of 
wells, it might be - I cannot say but that might go 
directly to the wells drilling account. But I do 

not know as to that, or as to whether all the legel 
fees just sit and stay there in the Administrative 
BXPDENSESe 

Thei woulG be what you call capitalizing them would it 
not* 

Yes, it would be capitalized if it were charged ‘direct. 
Now I do not want to be at cross-purposes,.because [ 
do not vant to be disagreeing with you as to what the 
fact.is, but I rather figured from looking at Sheet 
that thet amount, that these legal fees we.e part of 


the administrestion expenses and no portion was alloceted 


to the drilling of wells department. That is wheat it mans 


bee 


ae 


Ree ou-! 
“i sos 
cae 
: aoe 
~ 
~ aa 
sows s 
* 
» 


tro as 
y 
= 
4 +e 
* 
7 % 


of 
% 


= 


a4 
roe 
. oo 


wet “ ‘s 
ei Pe ee wppize 
“ t 45 “ 
: a “ er 
oong! = 
. ‘ ; 
a; peel ie 
. ‘ te 
=4 : 
ne , : : 
Wa i} 
‘ ve 
ot : 
oh i : 
an gi a 
ror cae. } 

} % 
ve a8 
wes " 

‘ a : $ 
j 7 
=¥ 
5 y Es Py tea 
ay 
‘ 
D4 
a AL 
Leas 
=i _ 
‘ exh 
i ~ } 


a us 
x 

> 

~ 

an yee 


Me 
ko 


Je * 


~2902-= 

ie Taylor. 
on the surface? 
Yes, that is what it means on the surface. 
There is no point in me pursuing this line of eross- 
examination with you, if that is not the factl 
THA CHATREATE: vVhatever the books may 
disclose, working on the basis on which this witness 
did, he did not take them into account as being 
properly charged against drilling for exemple. 
No; thatils richy. 
MR. NOLAN: Or any of them, 
Tine -PRAWLGY § But just dealing with 
this one at the moment. 
Mr. NOLAN: Jeal with another one 
for a change would you please? 
Mm. COMMISSIONER LIPSET?: I thought he dealt with 
it because he considered good value was given. 
MR. NOLEN: If the rate of return was 
adequate. | 
Vould that both refer to the legal fees and the audit 
fees? 
Tee) CR) as Yes, both. 
I venture to say the auditors did not overlook the 
drilling of wells department in their work, you hope 
they would not: 
No, they would look at that. 
But whether they looked at it or not the drilling of wells 
department certainly bore ne portion of the audit whatever 
is in this .15,000.00 for avditors' fees? 
That is correct on our basis of allocation. 
And on the basis that has been submitted, because this 


figure is naturelly of importance, because ve find it 
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in your jxhibit "100". ‘ell, that is what you say 
My. Taylor, is notwithstanding that the fact may 

be, and the fact is you say, that your auditors did 
audit the accounts and looked through the accounts 

of the drilling of wells department and the fact that 
Mr. Maw) and Mr. Humphries may have spent a good many 
hours going into the drilling of wells department 
account, stiil because of your peculiar accounting 
System presented to this Commisson, no portion of 
that expense, the actual hours spent and the hours 
paid for, is charged to the drilling of wells departe 
ment, and therefore, that much much more is charged 
opty pipe line department. 

TH: CHATRiLAN: He does not concede it 
to be peculiar. 

MR. FRWLIY: Wo, it is only peculiar 
at the moment, to me, perhaps. 

4 I wish to say, iir. Frawley, I remember when it came to 
billing the Royalite job there had been a great deal of 
work carried out on capital expenditures and we were 
not able to collect for it because the fee went up so 
much that they did not - we were not reimbursed for 
that. So we can take it that that feature, the eine 
thet we had spent on the drilling of wells, we did 
not collect for it. Out fee would have been that 
much larger. So we did not collect the full fee for 
all the work that 1as done in connection with the 
capital items during that year, because the increase 
was so much that we could not collect. So that 
that means that there is nothing in there for the 


capital expenditure work we did. 
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- Taylor. 


That might omean & lot of things. You mean to say 
your Company rendered an account to the Royalite 
Company for work done in auditing or supervising the 
accounts in the well drilling department and they 
refused to pay you poe eee 

I know the account went through my office in Toronto, 
and it showed such an increase over the year before 
that we had to cut down on it. 

That may be something else altogether. 

Iam just giving you that little sidelight on the 
thing? 

Oh sure. The bill may have been too much and they cut 
you down, but that has nothing to do with this alloca- 
tion being right or wrong’ 

Oh no, [did not intend 20. to be, Trtted into ine pacvure. 
There is one more item I can take either now or in the 
morning, the Workmen's Compensation Board assessment, 
I suppose there are some men covered by the -orkmen"s 
Compensation Board 3200.00, I bet, vell I should not 
say I bet - but I assume Mr.Taylor, that there are 
some drillers in there? 

NOG 

But the pipe line people are paying for it under your 
systent 

Not-for aid OF it. 

No, the pipe line, not-for all of it. “Butveailsof these 
unfortunste revenue producing departments of this 


Company are paying for the drillers' assessments. I 


mean that is frankly what it is? 


| All the operating departments are paying for it under 


our allocation. 
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And the drilling of wells department where the men 


work and are exposed to injury and, therefore, that 
is why the assessment was made, they are not paying 
for it under this allocation? 

There is no allocation under this to drilling of 


wells. 


(At this stage the Hearing waa adjourned until 10.30 


A.M. Z6th January, LOS 9s} 
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